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a profit, then .if East Texas is to
blame for holding oil down so they
can't get eighty-two cents, is East
Texas still wasting oil?

A. No, sir, eighty-two cents is a
reasonable price for the oil regard-
less of what East Texas does.

Q. Alright, I just wanted to see
where that dead line was. I didn’t
know how deep I was going to have
to dig. We got to eighty-two cents
before we stopped.

A. I didn’t say that necessarily.
Local conditions up there have some-
thing to do with it also,

Q. Well, isn’t it a fact that this
Board—when you create this Board,
if you say it is a physical waste now
when East Texas is causing it to sell
below fifty cents, and then I asked
you about sixty, and when I got to
eighty you said you didn’t think
East Texas could be blamed for it
‘because that would be a fair price
regardless of all things. Isn’t it
evident then that this Board that
has to prorate East Texas to save
physical waste in West Texas,
wouldn’t they have to arrive at that
figure whether it be fifty-three,
sixty-eight or eighty-one cents?

A. That is an admlmstratln
problem for them.

Q. That is going to cause an
argument, will it not, sooner or later,
because everybody knows the whole
ruckus is about the price. Now, I
want to ask one more guestion and
I will release the witness. Do you
think that to carry out your ideas
of conservation, that it can be ac-
complished by a bill that does not
define ag physical waste oil produced
in excess of a fair market demand.

A. I stated that very clearly, that
oil produced in excess of the market
demand results in unnecessary stor-
age, and therefore physical waste.
That is in the record.

Q. And you say that a b111 that
does not carry that will not accom-
plish the purpose for which you have
been employed to try to help get the
oil industry out of.

A, That is one of the measures.
That is not the only one,

Q. I understand, but to make a
complete bill, or to accomplish what
you seek to accomplish you think
and you say that a bill will have to
have as one of its definitions of waste
~ that it is waste to produce oil in ex-
cess of the market demand?

\

A. Unnecessary storage is waste
in my opinion,
Q. That is an entirely different

proposition?
A. I think it is exactly the same.
Q. I don't see where storage

comes into it. You could produce
too much without having extra stor-
age?

A. If you produce more than is
consumed, where does it go? If it
isn’t consumed, where does it go?

Q. I will answer that by asking
you a question, is there an excess
in storage in East Texas?

A. No, but there is in other
places that is available for the mar-
ket. :
Q. Where?

A. California has an excess, The
eastern seaboard has an excess.

Q. In storage?

A. One of your men just told me
an enormous excess in crude is from
foreign countries. Certainly there is
an excess.

Q. 1Is there any more oil in stor-
age today than there was twelve
months ago?

A, I don’t know,

Q. Is there any more o0il in stor-
age today than there was eighteen
months ago?

A. I don’t know.

Q. Why do you say there is am
excess in storage?

A. I didn’t say there was an ex-
cess in storage all over.

Q. Didn’t you say there was an
excess in storage now?

A. T said there is a lot of oi] in
storage.

Q. Didn’t you say there is an ex-
cess in storage now causing a de-
pressing effect on the market?

lA. I haven’'t discussed that at
all.

. Q. All right, that lets you out
on Sstorage.

A. T said if there was excess
storage, it is waste,

(At this point, on motion duly
made and._seconded, the committee
recessed until Friday morning, to
convene immediately upon adjourn-
ment of the Senate.)

EIGHTH DAY.

Senate Chamber,
Austin, Texas,
July 24, 1931.
The Senate met at 9 oclock a. m,
pursuant to adjournment, and was
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called to order by President Pro Tem
Tom DeBerry.

The roll was called, a quorum
being present, the following Sena-
tors answering to their names:

Beck. Oneal.
Berkeley. Parr.
Cousins. Parrish.
Cunningham. Patton.
DeBerry. Poage.
Gainer. Pollard.
Greer. Purl
Hardin. Rawlings,
Holbrook. Russek.
Hopkins. Stevenson.
Hornsby. Williamson.
Loy. Woodruff.
Martin. Woodul.
Moore. Woodward.
Neal,

Absent—Excused.
Small. Thomason.

Prayer by the Chaplain.

Pending the reading of the Jour-
nal of yesterday, the same wasg dis-
pensed with on motion of Senator
Woodward.

Petitions and Memorials.
(See Appendix)
Committee Reports.
(See Appendix)
Gavel Presented.

Senator Martin presented to Presi-
dent Pro Tem DeBerry a gavel pre-
pared by J, C. Adrian.

Senator DeBerry briefly thanked
Senator Martin and Mr. Adrian.

Senators Excused.

The following Senators were ex-
cused for the day on account of
important business:

Senator Thomason, on motion of
Senator Patton,

Senator Small, on motion of Sen-
ator Poage.

Senate Concurrent Resolution No. 3.

Senator Woodward sent up the
following resolution:

Whereas, The Secretary of State
has received a supply of paper bound
volumes of the Session Acts of the
42nd Legislature, and

Whereas, The buckram
copies are not yet available,

Theretore, Be It Resolved, by the

bound

Senate of the State of Texas, the
House of Representatives concur-
ring, that the Secretary of State is
herewith authorized to lend the
members of the Legislature paper
bound copies and to accept the same
in exchange for buckram bound
copies when the latter become avail-
able.
PURL.
Read and adopted.

Messages From the House.

Hall of the House of Representatives
Austin, Texas, July 24, 1931.
Hon. Edgar Witt, President of the

Senate:

Sir: I am directed by the House
to inform the Senate that the House
has passed the following bills and
resolutions:

H, B. No. 17, A bill to be entitled
“An Act granting permission to Red
River Bridge Company of Texas, and
J. R. Handy of Grayson County,
Texas, Receiver for the said Red
River Bridge Company, of Texas, to
sue the State Highway Commission
and the State of Texas. upon those
two certain coftracts purported en-
tered into by and between members
of the State Highway Commission
and Red River Bridge Company of
Texas, on or about the fifth day of
July 1830, limiting the time within
which suit may be filed; fixing the
vepue of such suit; providing for
the payment of any judgment which
may be recovered against the High-
way Commission or the State of Texas
in said suit; providing for appeals;
providing that injunction suit be
dissolved; and declaring an emer-
gency.”’

The House has passed the follow-
ing resolution:

H. C. R. No. 5, Petitioning the Inter-
state Commerce Commission not to
allow the 159 general increase in
freight rates.

S. B. No. 9, A bill to be entitled
“Ap Act granting permission to Red
River Bridge Company of Texas, and
J. R. Handy of Grayson County,
Texas, Receiver for said Red River
Bridge Company of Texas, to sue
the State Highway Commission and
the State of Texas, upon those two
certain contracts purported entered
into by and between members of the
State Highway Commission and Red
River Bridge Company, of Texas, on
or about the fifth day of July, 1930,
limiting the time within which suit
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may be filed; fixing the venue of
such suit; providing for the payment
of any judgment which may be re-
covered against the Highway Com-
mission or the State of Texas in said
suit; providing for appeals; provid-
ing that injunction suit be ' dis-
solved and declaring an emergency.”
With amendments.

S. B. No. 8, A bill to be entitled
“An Act amending H. B. No. 1036
passed by the Regular Session of
the Forty-second Legislature, Chap-
ter 187, page 374, Acts of the Forty-
second Legislature, prescribing the
kind of tackle and method of taking
fish in certain fresh waters in certain
counties and prohibiting all other
tackle; prohibiting possession of any
tackle not authorized by this Act
within two hundred yards of any
fresh waters mentioned herein; ex-
empting the waters of the Colorado
and Rio Grande Rivers from the pro-
vision of this Aet prohibiting the
sale, offering for sale or having in
possession for the purpose of sale
of certain species in said counties;
provided a closed season for a period
of time when it shall be unlawful to
-take fresh water fish; making it un-
lawful to possess certain species of
fish of less length than specified in
this Act; prescribing a penalty; re-
pealing all laws and paris of laws
in confliet with this Aect; except H.
B. 610, Chapter 90, Acts of Regular
Session, Forty-second Legislature;
and declaring an emergency.”

With am}endments.

Respectfully submitted,
LOUISE SNOW PHINNEY,
Chief Clerk, House of Represenfatives.

At Ease.

Senator Stevenson received unani-
mous consent that the Senate stand
at ease, subject to the call of the
Chair. At 9:13 o’clock a. m., the
Senate stood at ease.

In Session.

The Senate wasg called to order at
12 o'clock by President Pro Tem
Tom DeBerry.

Motions to Concur.

Senator Loy moved to concar in
House amendments to 8. B. No. 9.

The motion prevailed by the fol-
lowing vote:

113
Yeas—26.
.
Beck. Oneal.
Berkeley. Parr.
Cunningham. Parrihs.
DeBerry. Patton.
Gainer. Poage.
Greer. Pollard.
Hardin. Purl.
Hopkins. Rawlings.
Hornsby. Stevenson.
Loy. Williamson.
Martin. Woodruff.
Moore, Woodul.
Neal. Woodward.
Absent—Ezxcused.
Cousins. Small.
Holbrook. Thomason.
Russek.
On motion of Senator Hornsby,
the Senate concurred in House

amendments to S. B. No. 8 by the

following vote:

Yeas—26.
Beck. Oneal.
Berkeley. Parr,
Cunningham. Parrihs.
DeBerry. Patton.
Gainer. Poage.
Greer. Pollard.
Hardin. Purl.
Hopkins. Rawlings.
Hornsby. Stevenson.
Loy. Williamson.
Martin. Woodruff,
Moore. Woodul.
Neal. Woodward.,
Absent—Excused.

Cousins, Small.
Holbrook. Thomason.
Russek.

House Bill Referred.

H. B. No. 17 referred to Commit-
tee on Highways and Motor Traffic.

At Ease.

Senator Moore received unhanimous

consent for the Senate to stand at
ease subject to the call of the Chair.

In Session.
The Senate was called to order at

2:53 o'clock p. m., by President Pro
Tem Tom DeBerry.
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Bills Signed.

The Chair, President Pro Tem De-
Berry, gave notice of signing, and
did sign, in the presence of the Sen-

ate after their captions had been
read, the following bills:
S. B. No. 8 S. B. No. 9.

Message From the House.

Hall of the House of Representatives

Austin, Texas, July 24, 1931,
Hon. Edgar Witt, Presdent of the
Senate.

Sir: I am directed by the House
to inform the Senate that the House
has passed the following resolution:

S. C. R. No. 3, Relative to Session
Acts of the Regular Session of the
42nd Legislature.

Respectfully submitted,
LOUISE SNOW PHINNEY,
Chief Clerk, House of Representatives.

Recess,

On motion of Senator Woodward,
the Senate, at 2:55 o’clock p. m.,
recessed until 5 -o’clock p. m.

After Recess.

The Senate met at 5 o'clock p. m.,
pursuant to recess, and was called
to order by President Pro Tem Tom
DeBerry.

Recess,

On motion of Senator Woodruff,
the Senate, at 5:02 o'clock p. m.,
recessed until 9:30 o'clock tomor-
row morning.

APPENDIX.
Committee on Enrolled Bills.

Committes Room,
Austin Texas, July 24, 1931.
Hon. Edgar E. Witt, President of the

Senate:

Sir: We, your Committee on En-
rolled Bills have had 8. B. No. 8,
carefully examined and compared
and find same correctly enrolled.

GREER Chairman.

Committee Room,
Austin, Texas, July 24, 1931.
Hon. Edgar E. Witt, President of the
Senate:
Sir; We your Committee on En-
rolled Bills have had S. B. No. 9,

carefully examined and compared
and find same correctly enrolled.
GREER, Chairman.

Committee Reports.

Committee Room,
Austin, Texas, July 23, 1931,
Hon. Edgar E. Witt, President of the
Senate:

Sir: We, your Committee on Agri-
cultural Affairs to whom was re-
ferred,

S. B. No. 2, A bill to bhe entitled
“An Act declaring soil suitable to
growing cotton, one of the natural
resources of the State, and in need
of preservation and conservation on
account of root-rot, a soil disease
that is fast spreading, and if not
checked will impair and injure the
goil of the entire State, and further
declaring that planting land to cot-
ton without rotation aids the spread
of said disease, and prohibiting all
persons, partnerships, associations
and corporations who own, lease or
rent land from growing cotton dur-
ing the year 1932 on more than one-
half of the land previously cultivated
in cotton during the year 1931, and
prohibiting planting cotton two years
successively, without rotation, and
making the violation thereof a mis-
demeanor, and fixing the punishment,
also making it the duty of the Com-
missioner of Agriculture to procure
similar laws in other States, and de-
claring an emergency.”

Have had the dame under consider-
ation and I am instructed to report
recommendation that it do pass, with
Committee Amendments, and bhe
printed in the Journal.

CUNNINGHAM, Chairman.
S. B. No. 2. By Cunningham
A BILL
To Be Entitled

An Act declaring soil suitable to
growing cotton, one of the natural
resources of the State, and in
need of preservation and conserva-
tion on account of root-rot, a soil
disease that is fast spreading, and
if not checked will impair and
injure the soil of the entire State,
and further declaring that plant-
ing land to cotton without rota-
tion aids the spread of said dis-
ease, and prohibiting all persons,
partnerships, associations and cor-
porations whe own, lease or rent
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land from growing cotton during
the year 1932 on more than one-
half of the land previously culti-
vated in cotton during the year
1931, and prohibiting planting
cotton two years successively,
without rotation and making the
violation thereof a misdemeanor,
and fixing the punishment, also
making it a duty of the Commis-
sioner of Agriculture to procure
similar laws in other States, and
declaring an emergency.

Be it enacted by the Legislature of
the State of Texas:

Article 1. That, whereas, soil guit-
able for growing cotton is one of
the natural resources of the State
of Texas, and is in need of preser-
vation and conservation on account
of root-rot, a soil disease that is
fast spreading, and if not checked
will soon impart said disease and
impair and injure the soil in all
parts of the State.

Art, 2. And, whereas, planting
land in cotton without rotation with
other crops aids the spread of said
disease and tends to the improver-
jshment and destruction of soil suit-
able to growing cotton.

Art. 3. Wherefore, be it further
enacted by the Legislature of the
State of Texas that all persons, part-
nerships, associations of whatsoever
hame, and corporations who own,
lease, or rent land for growing cot-
ton are hereby prohibited during the
year 1932 from growing, or causing
to be grown on more than one-hzlf
of the land which was cultivated in
cotton during the year 1931.

Art, 4. Be it further enacted that
all persons, partnerships, associa-
tions of whatsoever name and cor-
porations who own, lease or rent
land for growing cotton are hereby
prohibited after January 1st, 1933,
from growing cotton two successive
years on the same land, withéut ro-
tation.

Art. 5. All persons, partnerships,
associations of whatsoever name and
corporations who intentionally vio-
late the terms of the two preced-
ing articles are hereby declared to
be guilty of a misdemeanor, and
upon conviction shall be punished
by a fine of not less than $1.00 and
not more than $10,000.00.

Art. 6. It shall be the duty of the
Commissioner of Agriculture of
this State to a8 much so as possible
cause other cotton growing States

to pass this, or similar laws, so as
to reduce the production of cotton
to an amount equal to the consump-
tion thereof, so as to create an equi-
librium between the production and
consumption of cotton to the end
that the price of cotton will rise to
a price that will yield a reasonable
income above the cost of production
to the growers of cotton.

Art, 7. The fact that the spread
of root-rot has so impoverished the
soil in large areas that has been
planted to cotton thereby causing
unlimited areas of new and fresh
land of this State to be planted to
cotton have caused wunlimited and
uncontrolled production of cotton to
such an extent that there is now a.
surplus of more than eight million
bales on hand, and the fact that it
is necessary to conserve .the soil
which is now being planted to cotton
and to retard the production of cot-
ton until the consumption thereof
will have absorbed said surplus of
eight million bales, to the end that
the market-price of cotton may rise,
and prosperity may return to Texas
and the entire southland, creates an
emergency and an imperative public
necessity calling for the suspension
of the constitutional rules requiring
bills to be read on three several
days, and the same is hereby sus-
pended, and that this bill take effect
and be enforced from and after its
passage, and it is 50 enacted.

Amendment No. 1.

Amend Senate Bill No. 2 by strik-
ing out all below the enacting clause
and insert in lieu thereof the fol-
lowing:

Section 1. Declaration of Policy.
In order to conserve and preserve the
fertility of the soils of this State
and in effort to eliminate cotton
root-rot and other plant diseases and
insects, which elimination is essen-
tial to the economic welfare of our
State, it is hereby declared to be
the policy of the State of Texas that
the police powers of the State ghall
be used to that end.

Sec. 2. 1932 Acreage. During
the year 1932, it shall be unlawful
for any person, corporation, partner-
ship, or association of persons in
this State, who own, rent, or lease
land, to plant and cultivate upon a
farm or lands cultivated during the
year 1932, more than 50 per cent
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‘thereot in cotton or
soil exhausting plant.

(a) New ILands. During any
year succeeding 1932, it shall be un-
lawful for any person, corporation,
partmership, or association of per-
sons to plant more than 50 per cent
of any lands in this State which
have not been cultivated during the
year immediately preceding, in cot-
ton or in any other soil exhausting
crop.

(b) Crop Rotation. And for
the years succeeding 1932, it shall
be unlawful for any petrson, corpora-
tion, partnership, or association of
persons to plant and cultivate cot-
ton or any other soil exhausting
plant on lands of this State two years
in succession so that there shall be
effective crop rotation.

{(¢) Penalties. If any person,
corporation, partnership, or associa-
tion of persons shall violate the pro-
visions hereof, he or it shall be
deemed guilty of a misdemeanor, and
upon conviction thereof, shall be
punished by a fine of not less than
Ten ($10.00) Deollars nor more
than Fifty (850.00) Dollars for each
acre in excess of the acreage per-
mitted to be planted in cotton or
other soil exhausting crops as pro-
vided in Section 2.

{d) Defining Lands. And the
land herein mentioned shall be con-
strued as meaning land which is
actually in cultivation or cultivated
to crops., and such lands as are in
pasturage or utilized other than cul-
tivated crops are not used in de-
termining the amount which may be
planted to cotton or other soil ex-
hausting crops.

{e) Qualified Complainants. Any
citizen of Texas may file a complaint
against such person or viclators in
the County Court or District Court
in the county in which the offense
is committed, and the Commissioner
of Agriculture of Texas shall have
the right to and of ingress and
egress of the farms of this State, and
it shall be his duty to file com-
plaints against such person or viola-
tors of this Act, and it shall be the
duty of the County or District At-
torney and/or the Attorney General
of Texas to prosecute such persons
or violators.

Sec. 3. Duty of Governor and
Commissioner. The duty is hereby
enjoined upon the Governor and the
Commissioner of Agriculture of

in any other

Texas to confer with the Governors
and Commissioners of Agriculture
or similar officers and legislatures
of the various other states to bring
about like results contemplated in
this Act for-the better conservation
of the soil, eradication of plant dis-
eases and the general welfare of the
cotton industry.

Sec. 4. Constitutionality. If any
section or provision of this Act shall
be declared unconstitutional for any
reason, the remainder of the Act
shall not be affected thereby.

Sec. 5. Emergency Clause. The
fact that there is mow no adequate
law protecting the cotton industry
by the preservation and conservation
of its soils, which are being rapidly
deplieted and impoverished through
the lack of proper crop rotations and
depreciation of insects and plant dis-
eases which are endangering the
general welfare of the citizens of
this State, all of which are of vital
importance, creates an emergency
and an imperative public neces-
sity that the constitutional rule re-
quiring bills to be read on three sev-
eral days be suspended, and the same
is hereby suspended, and this Aect
shall take effect and be in force
from and after its passage, and it is
30 enacted.

Amendment No. 2.

Amend Senate Bill No,. 2 by strik-
ing out all above the enacting clause
and inserting in lieu thereof the fol-
lowing:

A BILL
To Be Entitled

An Act, providing for the conserva-
tion, preservation, and rehabilita-
tion of the scils of this State, the
elimination or prevention of root-
rot and other diseases by crop ro-
tation, providing percentage of
each farm in this State which
may be planted to cotton or other
soil exhausting plants during the
year 1932, thereafter prohibiting
the planting of cotton or other
soil exhausting plant on land two
years in succession, prescribing
penalties and manner of prosecu-
tion, providing for cooperation of
Governor and Commissioner of
Agriculture with officers of other
states in the Union, and the time
and manner of taking effect here-
of, and declaring an emergency.
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TRANSCRIPT OF TESTIMONY.

Friday, July 24, 1931, 9:15 a, m.

The committee convened at 9:15
a. m,, and the following proceedings
were had: \

The Chairman: The committee
will come to order. Gentlemen, this
is Mr. Holmes of the Texas Company,
the president of the Texas Company
who has been invited to come hefore
the committee. I want to say to
you, Mr. Holmes, that the commit-
tee is ready to hear you and would
prefer for you to first make your
statement, and we would like to
know approximately, if we might,
just about how long you would re-
quire, how much time you would re-
quire to make your statement pre-
liminary to any questions that might
be asked by members of the com-
mittee?

Mr. Holmes: Mr. President, that
would depend a little on how much
detail you would like me to go into.

The Chairman: I am instructed
by the committee to tell you that is
a matter in your own hands. We do
not care to-limit your discussion or
presentation of your statement. I
have been instructed by the commit-
tee to say that you have as much
time as is reasonably necessary.

Mr. Holmes: I believe that in
twenty to thirty minutes I can give
you a general idea of this conserva-
tion activity and then I could prob-
ably facilitate the matter if you
would ask me questions and I would
endeavor t0 answer them,

The Chairman: All right, be sworn.
Mr. Holmes.

R. C. Holmes thereupon was sworn
by the Chairman, and testified as
follows:

Mr. Holmes: I have a little hesi-
tancy about covering a lot of ground
that I think probably the most of
you are familiar with. But i* may
be desirable that I do that.

Senator Pollard: Speak a little
louder.

Mr. Holmes: I have a hesitancy
about going over a lot of ground
that I am sure a great many of you
are tamiliar with, but for the ben-
efit of those who may have been
familiar with these conditions and
may not have them in mind now, and
others who may not have kept up
with it, it is worth while to do that.

Conservation of petroleum and pe-
troleum gas, avoidance of waste, Is

not a new thing. Conservation laws
were enacted in Indiana over twenty
years ago in an attempt to avoid the
waste that resulted from what was
considered then activities on the
part of different producers, termed
selfish activities, disregard for the
ability of others at times to,—well,
other interests, to take the gas er oil
that was available. Conservation
laws have been enacted in Louisiana
and Oklahoma I think nearly twenty
years ago. They were not as com-
prehensive as the laws that are in
effect now in Oklahoma and Califor-
nia, Through this period up until
the last few years the country has
had estimateg from time to time
from various experts of the period
when the oil would probably be ex-
hausted. Those have been based on
such knowledge as these experts had
of the known deposit and the prob-
able discoveries. They have all, of
course, so far been mistaken in the
time that it would take to exhaust
the supply. Even today there are
experts who will prediet that we
could be short of oil in this country
in five or six years, that the known
deposits could be down to a point
where there would be an acute short-
age. It is well known by those ex-
perts and others experienced in the
oil business that you might determine
that this East Texas Field had, we
will say, a billion or more barrels of
recoverable oil, ultimate recovery,
but it is known also that it would
take a great many years to extract
all- that oil. You can get off the
flush, that that comes with gas pres-
cure and that that is eastly pumped,
but it will be many years before you
could possibly extract all of the oil,
and that is true in all of the fields,
so that we could very readily in time,
within the time that no doubt this
body in a measure is expected to
think about in the interest of the
State, and the interest of the nation,
it could be very easily short of oil.
Today that does not look like a prob-
ability for some little time to come,
but nevertheless it does not remove
the reason for the desirability of con-
serving resources and aveiding waste.

In 1924, President Coolidge ap-
pointed the Federal Conservation
Board which is composed of the Sec-
retary of Interior, the Secretary of
War, the Secretary of the Navy and
the Secretary of Commerce, urging
that they cooperate with the oil pro-



118

SENATE JOURNAL.

ducing states and the oil industry in
an effort to conserve these natural
resources, particularly petroleum.
The oil industry on the whole had
been making some efforts along that
line. Late in 1928 there was &
meeting in Chicago at the time of the
Institute meeting of a very large
number of producers of the world,
approximately 80% of the produc-
tion was represented, and it was
agreed at that time that unless some-
thing could be done, some really con-
structive activity by the entire in-
dustry, that these wastes would con-
tinue and that we could forsee some-
thing of the conditions that we have
today. Committees were set up cov-
ering six regions, this region here
comprising Texas, New Mexico, Loui-
siana and Arkansas; another region
Oklahoma, Kansas and the oil pro-
ducing states north, that is Colorado,
Wyoming and Montana. A district
covering all of the oil producing
states east of the Mississippi River,
and the California District and
northern South America, which takes
in Venezuela and Mexico and Colum-
bia. As one of those Districts we
were asked to determine and make
recommendation as to what,—1st,
what the requirement for petroleum
products would be likely to be for
some {ew years to follow, what each
of those Districts by itself would rec-
ommend that its district and other
districts should produce to best con-
serve the resources and at the same
time bring about some stability and
more orderly conditions of produc-
tion and distribution of petroleum,—
particularlys production,

The Chairmen of those committees
and two other members, were to con-
stitute a general committee to take
all of these recommendations and try
to work them into a final recommen-
dation for the petroleum industry.
I was asked to take the Chairman-
ship of the general committee and
we met in Houston in March, 1929.
1 took it upon myself that the Rail-
road Commission of Texas, the Cor-
poration Commission of Oklahoma,
the Conservation Commission of Cali-
fornia, and the Federal Oil Consgerva-
tion Board to sit with us to study
those reports and try to reach some
conclusion as to what should be done.
The Federal Oil Conservation Board
sent a representative,—it was Jjust
at the time Secretary West was leav-
ing office and Secretary Wilbur was

coming in,—that change took place
within a day or two after I sent out
the invitation. The other Commis-
sions came, all of them came, and
sat with us. We worked out a plan
in considerable detail, consideration
being given by each Distret to the
interests of the oil producing states,
—1 have overlooked omne District,—
no, I didn’t, I told you about Vene-
zuela and Mexico. It was deter-
mined that the production of 1928
would probably be sufficient for
1929, 1930, and 1931, and possibly
longer. That report was unanimous-
ly adopted by the Petroleum Insti-
tute and taken to the Federal Qil
Conservation Board in Washington
for their consideration, and, if pos-
gible, their approval. If you re-
member the Qil Conservation Board
asked the Attorney General whether
they had authority to approve such
a plan. They were promptly ad-
vised that they had no such author-
ity, which was correct, It was not
a body which had authority to ap-
prove any such plans. The Attorney
General went further and stated that
he thought it might, the operation
of that plan might result in violation
of the anti-trust laws. That dis-
couraged some and it also gave some
an excuse who were more or less
half-hearted about it to discontinue
their efforts. Nevertheless the states,
well within their rights, and within
the law,—the states of Oklahoma,
California, Texas, and the other
states carried on, restiriction of pro-
duction has been successful to the
extent that today there is at least
three times the potential production
that there is a market for. It has
been estimated even more than that,
but these potentials, as you know,
are based on the open flow of wells,
not all of the wells at one time, but
a few wells at a time, and that is
possibly an exaggerated potential
when you get above three times the
present production, but we have re-
stricted production in al] of these
fields, including Texas, including
Venezuela, including Persia and the
Dutch East Indies to a very comnsid-
erable extent. In most cases it has
been out of an effort to try and car-
ry out, so far as possible, the prin-
ciples of that plan; in others it has
been that, as well as consideration
of the other districts that are mak-
ing the efforts.

Now, I was asked over in the
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House why it was that we were able
to abgorb so much oil in- '1929,—
that was the year of the largest pro-
duction. In spite of our efforts pro-
duction did go up in 1929. That was
the largest because of the fact that
the plan was not worked out until
March and also because a great
many,—there were a great many in-
stances where people did not go
along and the laws were contested,
as they always will be, there will be
some who do not agree, possibly
rightly and properly, but neverthe-
less there were enough conditions to
result in a considerably increased
production, but the reason we were
able to take care of that and the rea-
gon the price did not break in 1929
wag that we ran to the refineries,—iu
the first place, our commission was
about 14% more than it was the
year previous, of gasoline, so that the
runs to stills was about a hundred
million barrels more than it had been
in 1928, The imports were slightly
less, the exports considerably more,
and we put fifty odd million barrels
into it.

When we came into 1930, we had
this accumnulation and this financial
distress came on in all lines; the
consumption did not increase any
more, it has about kept in balance,
and a great many were forced, re-
gardless of whether they desired or
not, to take oil from storage, and
the financial condition made it nec-
essary to take oil from storage rath-
er than buy it. Along about the mid-
dle of the year there began to be
sales, starting first in Oklahoma,
and then in the Panhandle under
the posted price; these gradually
grew into quantities going to re-
fineries in different sections, largely
local, however. It began to break
down the price structure, and the
people who were competing »— the
companies who were competing —
who were buying at posted prices in
those markets, ag a consequence be-
gan to reduce the prices; and that
condition is what I call distress oil
production heyond what can be ab-
sorbed at the going price has been
regponsible and was responsible for
the decline. Then, later, when Bast
Texas came on, when that was in a
rather eritical production congdition,
and production came on in East
Texas in such large quantities, and a
failure of some of the producers to
observe the Railrecad Commission’s

orders, has resulted in a complete
demoralization of the price structure,
and a good deal of readjustment of
the producing situation, and of
course, serious consequences to the
industry throughout. Now, I think
that neither the large interests nor
the small interests -can be blamed
for the condition. It is due partly to
the lack of confidence on the part
of some, and a feeling that the con-

_servation effort only partly support-

ed by effective legislation can never
work out. It is due partly to the
theory on the part of a few that the
only way any of these matters can
ever work out is to let the law of
supply and demand take its course.
My judgment is, it is due more, re-
gardless of how anyone feels, it is
due more to the inadequacy of the
law which gives control of produc-
tion. Now, my company is one of the
large units—The Texas Company—
and we are not fearful of a law that
gives ample authority to a commis-
sion to exercise their judgment in
the control of production, whether
it is entirely based on the avoidance
of waste or whether it is partially
based also on the market demand, in
order that there may be some sta-
bility to the situation and some or-
derly procedure in production. And
if there are inconsiderate and selfish
interests in the industry there can
be checks on their activities, whether
large or small, and in any industry
there are some small people whether
large operators or small operators.
I have no partciular criticisms of
anyone. I think nearly everyone can
give some fairly good justification
for hig activity, whether it is a lack
of confidence. or some other reason,
I am mnot ecritical of it; but we have
this condition, and I am very hopeful
that this State is usually in the fore-
ground of constructive activities, and
will be able to strengthen your cor-
trol to a point where you can co-op-
erate with the other states, and with
the Federal Government, if neces-
sary, and enable us to co-operate
with producers in other fields and
other countries to bring about a bet-
ter conditior. Mr. President, I think
that is- my general statement.
The Chairman: All right.

Questions by Senator Pollard:

Q. Mr. Holmes, I would like to
ask you a question. Your corporation
has about six hundred million dollars
assets does it not?
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A, Yes, sir.

Q. They are considered one of
the four major producting units in
the world of oil and gasoline and
supplies, and so forth?

A. I would say we rank some-
where between the third and sixth;
I don’t know exactly, but I would
say we rank somewhere between the
third and sixth in crude purchasing,
probably fourth.

Q. What I want to find out is
this: my understanding is that the
Texas, Gulf, Shell and Standard OQil
aggregate units, represent the four
major purchasing units of the world
in erude oil. 1Is that right?

A. Yes, sir. They are—but there
are many other large producers and
purchasers.

Q. What are they, please, sir?
A. Well, there is the Standard
0il Company of California.

Q. Now is that independent of
the Standard or a part of the Stand-
ard organization?

A. Well, of course, you know that
all of what were once subsidaries of
the Standard Oil Company of New

Jersey are separate, independent
units, They are called Standard, I
assume, hecause they were a part

of that original organization. The
Standard of California was a part of
the Standard of New Jersey. So was

the Atlantic Refining Company,
which is a considerable purchaser
of crude.

Q. How did they finally get out
from under the Standard of New
Jersey?

A. Through the dissolution of
the Standard 0Qil Trust.

Q. What determines today the
price of crude oil?

A. That, I would say, was de-
termined largely by the competitive
conditions, the conditions of produec-
tion in the field and the competitive
conditions of the refining market,
and the price in the refined market.
There are a number of factors that
would determine or influence one in
determinipg the price they can pay
for crude. Sometimes it is the quan-
tity they need. One may be getting
more oil at the posted price than
he wants. A way to reduce that may
be to reduce the price. Other factors
influence that.

Q. Generally speaking, the price
of crude oil in the United States, is
that determined by the law of sup-
ply and demand?

A. T would say very largely by
the supply that is put on the market.

Q. Mr. Holmes, why is it that the
price of crude oil varies at this time
from ten cents to about a dollar and
a quarter in various sections of the
United States?

A. Of course, in Pennsylvania
the price has always heen high.

Q. Why is that?

A. One reason has been that the
Pennsylvania oil had for a good
many years, had a high yield of gas-
oline, higher than other crudes had,
and it had a yield of high grade lu-
bricating oil.

Q. How much gasoline did it
yield per barrel?

A. I think about thirty per cent.

Senator Woodul: I don’'t think
that the witness was through explain-
ing why the Pennsylvania crude was
the higher price ¢0il, and he was stat-
ing that it had a higher content, I
presume, but the Senator from Smith
interrupted him with another ques-
tion before he could finish making
his explanation.

Senator Pollard: I assume the wit-
ness is certainly qualified on oil mat-
ters, and he does not need the Sen-
ator from Harris to testify for him.

Senator Woodul: The point 1 was
making is that the gentleman from
Smith should not break in while he
was answering a question. He asked
the witness a question and the wit-
ness explained why Pennsylvania
crude was a higher priced oil. and
then he breaks in with a question of
how much gasoline content there is
in a bharrel of oil before he can fin-
ish the first question. The Senator
from Smith ought to let the witness
make a complete answer as to why
the price is high in Pennsylvania.

The Chairman: The Chair will in-
sist that the witness be permitted
to make a reasonable statement in
giving an answer to a question.

Senator DeBerry: Was any pro-
test made by the witness as to the
manner in which he was being ques-
tioned?

Senator Woodul: No witness is go-
ing to take on himselt that sort ot
position. I wouldn’t if I was on the
witness stand before a bunch of Sen-
ators. .

Sendtor Pollard: Mr. Chairman, it
is not my purpose to do anything but
the right thing in here. The witness
testified this, that one of the reasons
for the difference in the price of
Pennsylvania crude and other crude
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was that [t had a high gasoline and
high crude content, and I asked the
witness how much gasoline was pro-
duced from a barrel of crude oil. If
I am not going to be permiited to in-
terrogate the witness when he makes
a statement, I want to withdraw
from this investigation.

The Chairman: The Senator from
Smith will be privileged to question
the witness as long as he stays with-
in his grounds. I insist that the wit-
nes be permitted to answer his ques-
tions with a reasonably long explan-
ation if he deslres.

Senator Pollard: Did I do anything
wrong at this time?

The Chairman: I think not. The
Chair must insist that the witness
be permitted to answer his questions
in his own way, without interruption
either by the one questioning, or
any member, so long as he stays
within reasonable bounds.

A. (Continued) What I attempted
to say was this, in the beginning the
price of Pennsylvania results in part,
that is where the price is higher to-
day, results in part from conditions
which prevailed there some years
ago. The reason for those prices
or the factors which result in the
varlation of prices, go back some
years. A good many years ago
Pennsylvania erude had a higher
yield of gasoline, and wags the lubri-
cating base crude depended wupon
more than other crude:; there were
no other paraffin base crudes produc-

ing parafine hase oil, and the specifi- |

cations for oil petroleum products
all over the world were based on the
product of Pennsylvania oil, the
gravities, the flash, the physical test.
When we began to operate in Texas
and the mid-continent we found that
our crude, was producing qualities of
Pennsylvania oil, the physical speci-
fications were lower, the last gaso-
line and lubricating qualities, and
the flash and fire were lower. For
years a good many of the markets
insisted wupon the specifications
which they had been acustomed to,
all of the government specifications
were written on the base of Pennsyl-
vania o¢il. In later years, those
things have been corrected, as pro-
duction came from other sources.
Pennsylvania production had not in-
creased to the point where it had
to seek a market out of it’s own lo-
cality. Nearly all of the Pennsyl-
vania crude is refined, very gen-
erally refined in their own locality.

Now other products, to get in there
have to pay transportation charges.
from a distance, that is to get into
their market, so their crude has the
advantage in their own locality of
being marketed locally in competi-
tion to the crude coming from some
distance, and that is largely the
reason why the price there is better,
considerably better than it is in other
sections. Also they have voluntarily
and without any request on the part
of any of the conservation propon-
ents, reduced their production con-
siderably, endeavoring to do’ their
part in the movement and also in
protecting their own local situation.

Questions by Senator Pollard.

Q. May I renew my question that
you did not answer, What is the
recoverable gallonage of gasoline, if
that is the way of saying it, from a
barrel of crude oil in Pennsylvania?

A. The natural gasoline without
cracking will run thirty per cent as
I remember it.

Q. How many gallons will that
be from forty-two gallons of a bar-
rel?

A. That would be twelve and six-
tenths gallons.

Q. How much crude oil do you
recover?

A. Crude oil?

Q. From a barrel, yes?

A. You mean fuel oil?

Q. Well, fuel oil, yes, all right?

A. In the Pennsylvania crude
they make little, if any, fuel oil.

Q. How much motor oil or lubri-
cating oil?

A. Well, it depends so much on
whether you take out all of the
grades or not. That is diffieult to
say, but the Pennsylvania crude has
a lubricating base, and it is not
necessary to make any fuel oil from
it. It has a large contents of good
grade kerosene,

Q. T don't want to worry you
but I would like to get this informa-
tion because I want to base a lot
of questiong on that in comparison
to other fields. Just give the
amount of crude o0il, the amount of
lubricating oil, just give us the per-
centage?

A. I can't give you that from
memory, but I can tell you this,
there is a larger percentage of better
grades of paraffin, there is a larger
percentage of distillate that can be
cracked into gasoline. There is a
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smaller percentage of fuel oil. The
residue has a larger percentage of
lubricant in it. Now in many of
the crudes the mid-continent,—

Q. Just a minute, I want to go
down the line on that Pennsylvania
oil.

A Can I make a comparison?

Q. I want to bring that out later
on,—well, go ahead.

A. 1 am trying to make this com-
parison, that many of our crudes
here have a larger content of what
we call fuel oil.

Q. Would you do this, Mr.
Holmes, would you give that com-
parison as to the Gray County sec-
tion, Panhandle?

A. If T remember correctly the
Gray County Panhandle Section
crude is not particularly satisfactory
for lubricating manufacture; it is
a grade of oil, if I remember cor-
rectly, with a fairly good gasoline
content, rather high in paraffin, but
crude. It would not class with
particularly good lubricating Penn-
sylvania oil at all in that respect.

Q. It does make more gasoline?

A. Well, I doubt that it makes
more gasoline; I think not.

Q. How as to the Winkler, Upton,
Crane and New Mexico Section?

A. They all make less.

Q. How about the Oklahoma oil?

A, Of course there are various
grades in Oklahoma, but Oklahoma
compares, I would say favorably, and
is of approximate value with your
North Texas, North Central Texas and
possibly with your East Texas crude.
Some of those crudes carefully se-
lected are good lubricating grades,
on the average they are in general
good.

Q. Now your New Mexico, Arkan-
sas and Louisiana?

A. Some of the lighter grades in
Louisiana, one of them known the
Caddo is a desirable crude. Most of
the others are heavy. The Arkansas
crudes are all very heavy with as-
phalt base content.

Q. How about your East Texas,
what is known as the new East
Texas field, how does that compare
as to the gasoline contents, lubri-
cating oil and fuel oil contents with
the Pennsylvania oils?

A. 1 have just said that compares
favorably I think with North Texas
oil and the general run of Oklahoma
oil,

Q. I mean as compared with
Pennsylvania?

A. No, it is not as good.

Q. What is the difference as to
the contents for gasoline?

A. I would think the final con-
tents through cracking operations
would be less,

Q. Isn't it true that they are
getting twenty gallons of gasoline
out of a barrel of crude oil in the
East Texas field today?

A. 1If they are, I don't know Iit.
That is not the natural distillation.

Q. Are they getting more than
twelve and a half gallons?

A. Benator Pollard, don’'t be sur-
prised if I can’t remember all of these
details, I am a little too far away
from them to know them except in
a very general way. These crudes
are new and I would not attempt to
answer gpecifically as to the figures.

Q. I am informed by an independ-
ent fellow who runs a refilnery in
East Texas that he is now getting
twenty gallons of gasoline per bar-
rel, not through cracking; I don't
think he is doing cracking, I think
it is a regular refinery?

A. You would have to know
whether he is cracking and what kind
of gasoline he is making.

Q. If he is making a grade of
gasoline equal to the Pennsylvania
and recovering seven and a half
gallons more would that be worth
more or less than the Pennsylvania
0il on the market?

A. If that oil and thé Pennsylva-
nia oil were in the same location it
is pdssible that it might be some-
where near the same value,

Q. How much does it cost to
transport crude oil from East Texas
field, I believe it is done by boat and
pipe line, to the Pennsylvania mar-
ket, to the New York or New England
States market, or along the cost of
Virginia or Carolinas?

A. Well, if you were entering the
Pennsylvania market I should think
that the average over any consid-
erable period, you can take your pipe
line rates today which is twenty-two
and a half cents, that is our rate, plus
the loading charge, or terminal
charges of two and a half cents, that
would he twenty-five cents.

Q. Twenty-five cents?

A. Yes, sir. You might get that
carried to Philadelphia under present
conditions for another twenty-five
cents.
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Q. That is fifty cents?

A. Yes, gir.

Q. What would it cost to take it
to New Jersey?

A. The same thing.

Q. And the same thing to New
York?

A. Yes, sir. If vou get into the
Pennsylvania market you would
probably have a freight rate of one
and a half cents or possibly two cents
per gallon, that would be say sixty-
three cents, you have got one dollar
and thirteen cents to get it where the
Pennsylvania oil is.

Q. Isn’t it a fact that the quality
of the East Texas oil at this time is
considered much better and the de-
mand for that quality greater than
the demand for the West Texas and
North Texas oil, and the oil in Okla-
homa, Louisiana and Arkansas?

A. The quality of the oil is un-
questionably better for general refin-
ing purposes than the West Texas oil.

Q. The market price should be
more for that oil, should it not?

A, I might say that the values
are more for that oil, both in the
same place, the values are more. 1
would not say that the price should
be more, disregarding the conditions
that Iead up to price, but I would
admit and say that the value is
better for general refining purposes.

Q. And that price, you would not
gay that it should be more?

tions.

Q. Why not?

A, Well, I think price is always
influenced by two factors, if not oth-
ers. One is what the owner is will-
ing to take for it, what he oifers it
for, and the other what the buyer is
willing to pay. Now, if the pur-
chaser comes to you and offers you
oil for ten cents a barrel youn are
not likely to give him fifty, of if he
offers to sell you a2 hundred thousand
barrels of oil at twenty-five cents and
he sends around and offers to sell it
and does sell it to another man for
five cents you are making a bad buy
if you are competing with the man
who bought his oil for five centis and
you are paying twenty-five cents. All
. of those factors enter into the regult-
ing price,

. Q. How does Your company ar-
rive at a posted price?

A. TUsually in the matter of post-
ed prices we follow the practice that
we followed from the beginning, We

*

A. No, not under present condi-

started here in 1%02 as a small unit
in the industry. Generally, when we
have heen satisfied that the price
posted by others, all conditiong con-
sidered, was warranted, we followed.
There have been a few instances
where we have ourselves either
raised or lowered prices when we
took exception to the price that was
posted by others, but ordinarily the
conditions of ome character or an-
other have warranted the Dprices
that have been posted by major buy-
ers, and it has been pretty generally
the practice to follow those who have
fixed the price.

Q. Now then, if someone cuts

the price, you'will go down; is that
right?
A. TUsually we do, because —

(answer interrupted)}.

Q. If somebody raises the price,
then you go up?’

A. The reason for that is this—
it is the same way in the refined
market; if someone cuts prices, if
oil can be bought at a lower price,
naturally we don’t want to be at a
disadvantage and we are willing to
buy at the same price. If they put
the price up, and there is need for
putting it up, we don’t want to leave
our connections, the producers who
have satisfied us—we don’t want
them under the necessity of leaving
us and don't want them to leave us,
and we put the price up.

Q. I believe you testified in the
House that at a meeting in New
York in April attended by yourself
—what others attended that meeting
in reference to fixing prices?

A. As I remember, they were
representatives of the Humble, the
Standard Oil Company of New York
—(answer interrupted).

Q. Who represented the Humble
there?

A. Mr. Farish,

Q. Mr. Farish?

A, The Atlantic Refining Com-
pany, the Phillips Petroleum Com-
pany— (answer interupted).

Q. Would you state the repre-
sentatives or the various people who
were present, if you don’t mind?

A. Mr., Farish of the Humble—
there were several representatives of

the different companies; I can not
remember all of them.
Q. A]l right; go ahead.

A. Do you want all of that?
Q. No, that is all right. Just name
the companies.
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A. There was the Humble, the
Standard Oil of New York, the At-
lantic Refining Company, The Phil-
lips Petroleum Company, The Skel-
ley 0Oil Company, The Texas Com-
pany, Pure 0Oil Company, Cities Serv-
ice, Sinclair, Pure Qil—Did 1 name
the Sun?

The Reporter: No, you mentioned
Pure 0il twice.
Well, the Sun.
Was the Gulf there?
The Gulf.
The Sinclair?
.  The Sinclair, yes. All of these
—(answer interrupted).

Q. Was the Shell there?

A. What?

Q. The Shell?

A. The Shell. All who were inter-
ested in the East Texas field and
some of them who were not actually
aperating. It was a meeting in the
Institute and this guestion came up
about the East Texas situation, and
an effort was made to see whether
the buying companies could not buy
enough oil in East Texas so that the
price the Mid-continent price
could prevail in that field; in other
words, that there would not be this
distress oil that was breaking down
the entire price structure through-
out the fields. That was found im-
possible. Evervbody was willing, but
the preduction just immediately in-
creased and within a short time there
was no market—no stable market in
East Texas; it got worse after that.
Now, whether that was because there
was a feeling that the c¢il would be
taken or not, I don't know, but there
was an effort. It was the only time
I know of that there has been any
concerted effort to do anything that
had the effect of fixing the price;
but that was more to try and see if
we could not take enough oil and
pay the same price in that field that
we were paying in the other fields
in Texas and Oklahoma.

Q. Mr. Holmes, do you know
anything about a meeting later, in
May, in St. Louis, of major purchas-
ing companies in which they decided
it would be impossible to pay the
regular price for oil in the East
Texas fields?

A. No. I kpnow about a meeting
in St. Louis—I was chairman of the
ref'ning section of the Petroleum In-
stitute and we had our semi-annual
meeting in St. Louis. At that time
there was—of course, the industiry

LY

pOPOY

was represented, but I know nothing
about any such meeting.

Q. Did you consider the East
Texas oil fields at that meeting?

A, Well, I don’t think any con-
sideration was .given—any special
consideration—any more than this
whole thing. We have been constant-
ly considering this conservation situ-
ation in an effort to bring about bet-
ter conditions all the time.

Q. Mr. Holmes, I notice in this
morning’s Dallas News that The Tex-
as Company posted higher prices
Thursday for Oklahoma, Texas, Lou-
isiana, Arkansas, and New Mexico
crude oil. The new schedule quotes
0il of below thirty-six gravity at
thirty-five cents a barrel and above
thirty-six—that is for Oklahoma,
North Central Texas, North Texas,
and North Louisiama—and oil of
above thirty-six gravity at forty
cents a barrel in the same fields. In
Gray County, the Texas Panhandle,
The Texas Company’s new price is a
flat thirty cents a barrel. In Carson
and Hutchinson Counties all grades
were listed at twenty-seven cents a
barrel. It is peculiarly significant
that you did not include East Texas,
isn't it?

A. Well, I don’t know whether it
is significant or not. I am perfectly
willing to give my explanation.

Q. I will be glad for you to do
that.

A, Now, I am very frank when
I say, and I have said all along that
we can not as a policy pay more in a
field—materially more for oil than
the purchaser is willing to sell it
for. Now, in East Texas the pro-
ducers are making a market; they
are making a low market by offer-
ing their oil here, there, and every-
where at lower prices than are being
paid in other fields in Texas; they
have offered to sell their oil at less
than posted prices. As a policy wWe
feel in our judgment that we can
not encourage—in the first place,
just as a matter of competition we
can not do that; we don’t think it
is wise. In the first place we are
unwilling to encourge an activity
which is destructive and inconsider-
ate of the interests of other fellow-
producers in Texas and in other
states. We will buy oil in East Texas,
as much as we can take care of, with-
out neglecting our producers in other
felds at whatever price they offer it
to us.
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Q. Now, Mr. Holmes, how many
contracts do you have in BEast Texas,
if any, to purchase oil at ten cents
a gallon—1I mean a barrel.

A. Well, I don’t know.

Q. You do have some contracts?

A. We have some contracts; yes,
sir.

Q. Now, Mr. Holmes, suppose to-
morrow or today every well in the
West Texas fields should be closed or
shut down as they threatened to do
in other areas, would you be willing
to raise your contract price of ten

cents a barrel to the man you con-:

tracted with or would you still want
to take it at distress prices?

A. 1 would be willing to pay any
time the price for ¢rude at which I
would be willing to take it out of
storage. .

Q. . What price would that be to-
day?

A, Well, it would depend entirely
on what I thought of the security
of any sort or I expected of any sort
of the production situation. If I
thought that we would have no ade-
quate control of production, that this
thing was just going to take its
course, I would take it out at any
price: I would not buy. If it reduced
my stoek to a point where I was not
burdened with carrying charges, if I
thought we would have some definite
control with cooperation, I would
leave it in storage until it got up
somewhere around the cost of that
oil.

Q. What adequate means of con-
trol do you gentlemen prefer?

A, I can only speak for myself.
I think, however, that the whole in-
stitute which represents the indus-
try very largely have been urging
the same kind of control that they
have in Oklahoma, that they are at-
tempting to get in California, and
that they have in degree in Texas—
that is, control by the states, and in
my judgment preferably also with
cooperation hetween the states and
to what extent you can with the
Federal government, so it can be
done in an orderly way for the pro-
tection of the industry. Now, I have
no- specific idea how that could be
done. -

Q. Have you seen the Woodward
bill introduced in the Senate?

A. No, I don’t know of any bill
known as the Woodward bill.

Q. Do you know the bill that was

prepared by the Central Advisory
Committee of Dallas?

A, Yeg, sir.

Q. Does that meet with your ap-
proval?

A. Generally, yes.

Q. Your company would be satis-
fied with a bill of that kind?

A. I think we would,

Q. Dropping that for a moment,
I want to go back and ask you this
question: What condition or con-
ditions in East Texas produced the
distressed condition to those offer-
ing their oil for sale at a less price
than the market demand—do you
know that?

A. May I have your guestion re-
peated, please? :

Q. What condition or conditions
in the Kast Texas field produced
what is known as distress oil?

A. I would say the flirst and
primary reason is the offer by pro-
ducers to sell it at the price they
are getting, which is a low price.

Q. Now, Mr. Holmes, are you
familiar with the condition of the
individual who was forced to offer
his oil at a sacrifice price—do you
know whether that individual, as a
rule, was connected as provided
under our Common Purchaser Law
of the State with pipeline transpor-
tation of oil for more favored pro-
ducers in East Texas or not?

A, No, I don't know that, I am
only familiar with the details of our
own operations. But I do know this:
that when they started to develop
East Texas almost immediately they
began to bring on an over-produc-
tion situation. All of the other
fields were under proration and
under rather what we might call
drastic restriction—at least, it has
been rather drastic for the producers,
(answer interrupted.)

The Chairman: Mr. Holmes, just

a moment (raps for order.) All
right.
A. (resumed)—so that I would

say in a general way, without being
over critical of any individual—I
don’t know the individuals who have
done it—but as a whole they have
brought on the situation themselves
by producing more oil than could
have been absorbed at the market
price; the price would have stayed
up, but it could be absorbed at the
going market price without going
into Oklahoma markets and other
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markets that had been established
and which brought about those
market conditions.

Q. Mr. Holmes, did you know, or
not, that some three weeks ago there
were 180 wells in the East Texas
Field owned by small producers, peo-
ple owning one, two and three wells,
that could not by any means get con-
nection to your pipe lines or any
other line in the field?

A. No, I did not know it.
understood — — —

Q. (Interrupting.)
stand that, do you?

A. I understocod our policy has
been not to connect the property or
to take oil that is produced out of
proration. The result of that, if it
results in that, we have been a party
to it—otherwise, I do not know of
any such case.

Q. Your policy was not to con-
nect to anybody’'s well and take more
than the allowable by order of the
Railroad Commission?

A. Yes, sir,

Q. Has your company complied
strictly with that policy in the East
Texas Field?

A. That has been their orders
and so far .as I know that is true,
yes, sir,

Q. Isn’'t it a fact there were 180
wells that the pipe lines were refus-
ing to connect and thereby causing
the distressed condition? If that is
a fact, whose fault was that, the
fault of the pipe line companies, or
the fault of the man who had his
well and could not sell the oil and
the oil being drained by others who
were selling it?

A. That would be difficult for me
to answer. A great many producers
have run their lines to the railroads
and put it on board cars. There has
been a very considerable market on
board cars. I haven't any doubt at
all that conditions have been Ssuch
that there have been a great many
who have suffered who were not re-
sponsible for themselves for the con-
ditions, and while I don’'t know any
such instances as you point out, I
can very readily see there are such
cases and any of them where a pro-
ducer, because of his inability, finan-
cial or otherwise to get relief has had
to do any thing he possibly could to
protect his property and his oil from
the operation on other leases. 1
think that is entirely possible and
probable,

I have

You under-

Q. If I understand your policy, it
is your duty not to connect to any
man who might want to sell more
than the allowable in any oil fleld,
and in that way you act as a part of
the law enforcing branch of our oil
industry. Is that right?

A. 1 don’'t think we have set our-
selves up quite in that way. We are
operating under the rulings of the
Railroad Commission, observing their
orders. We do not think it is our
duty to take oil from people who do
not. It is not in our protection and
our interest and we think it is more
or less a duty to try to uphold the
orders of the Railroad Commission
to whatever extent we are called
upon.

Q. But, on the other hand, you
are willing to take advantage of the
sacrifice price of ten cents per barrel
after a condition hag been created
that causes that distressed ¢il to
come on the market?

A. Yes, sir, we are forced to.

Q. Mr. Holmes, if the pipe line
companies in East Texas had adopted
a poliey of only taking, say 150 or
three hundred barrels per well and
connecting with all equally and im-
partially would that of itself have
raised the price of o0il?

A. That is difficult for me to an-
swer. It is not only the pipe lines,
as you I think generally term pipe
lines, but it is these innumerable
small lines in connection with the
Railroad that have had a bearing on
that situation.

Q. The Texas Company has no
production in East Texas Fields?

A. Yes, we have production
there.

Q. You didn't have originally?

A, No. We had land there be-
fore the field came in, some three
thousand or thirty-five hundred
acres.

Q. Now, as a policy of riding
along,—I am not saying the Texas
Company did this,—I don’t think
they did it, and the facts will show
it was another company,—if in keep-
ing with your general policy a pipe
line company owned by a major com-
pany or any other company, would
only takesthe three hundred barrels
allowable from an offset well to the
well owned by the pipe line company,
and yet took a greater number of
barrels per day from their own lease,
would that be fair? or unfair to the
fellow owning the one well?
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A. 1 would say this, that if that
fleld were under some orderly op-
erating rules and conduct, that such
operations wounld be unfair, but I
think where it {8 out of control and
there is no orderly proration or con-
duct of the activities then it gets to
a point where each one, more or less,
ia forced to care for his own interest,
go that I don't want to be in the at-
titude of criticising the activities of
anyone for whatever they may have
done there in that respect.

Q. Then it would be your policy,
if you had production over there tak-
ing oil from your wells, and if you
are connected to an offset to take
three hundred barrels from the off-
set and take five or ten thousand
barrels from your own well, if you
desire?

A. No, sir, that is not our policy.

Q. You don't think that is a good
policy?

A, It is not for us.

Q. Do you or not think the pipe
line prices at this time discriminate
against the man who does not own a
pipe line?

A. Frankly, I do not.

Q. How much profit did your
company make during the year 1930
in all of its branches in the industry?

A, 193067

Q. Yes, sir.

A. It made 23% on our invest-
ment in the business.

Q. What total profit, net profit,
did you make?

A. Fifteen Million Dollars.

Q. That was on all investments?

A. All investments in the entire
activities of the corporation.

Q. According to the Interstate
Commerce Commission’s report for
the year 1930 as published in the
0il & Gas Journal, that showed that
the Texas Pipe Line Company of
Texas, transporting 42689125 bar-
rels made a mnet profit of $9,626,-
402.00. Is that correct?

A. That is correct, yes, sir.

Q. And in transporting, 15,294,-
741 barrels the Texas Pipe Line Com-
pany of Oklahoma made a net profit
of $1,099,0617?

A. That is correct, yes, sir.

Q. And on the investment in the
Texas Pipe Line Company of Texas
you declared a dividend of 93.4 per
cent? 1Is that correct?

A. Yes. sir, but that dividend
was an accumulated dividend. As
I remember, we declared no dividend

either in 1927 or 1928, and only a
partial dividend in the other year,
and that dividend was an accumula-
tion of eernings of previous years.

Q. How many years back?

A. As I say, I think in 1927 and
1928, or 1928 and 1929, only a part
of the earnings were declared as div-
idends to the corporation.

Q. How much was declared in
19277

A. I dorn’'t remember the figures.

Q. How much in 1928?

A. Either one year or the other
there was no declaration.

Q. How much in 19297 .

A. I think 1929 you just read?

Q. No, sir, this is 1930, I think.

A. Isit? I don’t have those fig-
ures in mind, except when I saw that
statement in the Qil & Gas Journal
I had it picked up to see why there
should be a report of dividends in
excess of earnings and I found the
reason was the dividends of previous
periods had not been declared. Yom
understand if the pipe line compan-
ies need money it is advanced by the
Texas Company which owns zll the
stock of the Pipe Line Companies,
and when the monies are accumu-
lated, or the earnings, they are in the
general fund of the Texas Company
and it is a mere matter of form to
declare the dividends from time to
time, but we make a consolidated
statement for all the corporation and
subsgidiaries.

Q. This probably represents ac-
cumulations of dividends for about
three years?

A. A part of two previous years,
yes, sir.

Q. And you paid a dividend dur-
ing one of those years?

A. Yes, sir.

Q. Would you say that was as
much as 209% ?

A. Well, my recollection is one
of those years there was no dividends
paid at all.

Q. And how much the other
year? .

A. About half.

Q. What do you mean
half?” .

A. Half of the earnings.

Q. About what percent?

A. T couldn’t tell you, except, I
do know this, that for those years,
the earnings had been I wil]l say be-
tween fifteen and eighteen percent.

Q. This shows in three years—
you say you didn’t pay any in one

“About
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year—that in three years you paid
an average of 31.1 per cent? .

A. That is wrong. There has been
no time when the earnings of any
of those companies have been above
eighteen per cent.

Q. Now, then, as to the Texas
Company Oklahoma Pipe Line, you
declared a dividend of 100 per cent
the same year?

A. That is the same sort of con-
dition, but the earnings have not
been more than they were in 1930.

Q. Now, in 1930, how much did
you lose on the production depart-
‘ment of the Texas Company, what
per cent?

A. I don’t remember that.

Q. You did lose on that?

A. Yes, gir, I think we did,

Q. And on your refining,
much did you lose

A. I don't remember those fig-
ures, but I think we made a little
money onr our refining.

Q. What percent?

A. Idon’'t remember that. Those
are figures that I don’'t have in mind
at the time and I wouldn’t like to
attempt to guess at it.

Q. Could you get those by noon,
by 2 o’clock?

A, I could if that was essential
information here in determining
what you want to arrive at.

Q. I think it is very essential as
far as my individual opinion is; I
may he wrong. Do you know how
much you lost on your retailing de-
partment for the year 19307

A. No, I do not, but I know in
this country the loss was heavy.

Q. Now, the major oil companies
practically have no competition in
the pipe line business, do they?

A. Yes, sir, they have competi-
tion.

Q. To what degree?

A. Well, they run to many of the
same fields and there is a great deal
of common carrier oil. I think that
approximaely 25% of the oil we are
carrying today is common carrier oil,
which is to a considerable extent
competitive business.

Q. Do you mean that about 25%
of the oil vyou haul belongs to com-
panies other than the Texas Com-
pany?

A. 1 mean 25% of the volume of
the o0il that is tendered by others for
delivery through our lines under the
common carrier provision of the law.

Q. I probably didn’'t make my

how

question clear. What percentage of
the mileage of pipe lines in the
United States is represented by ma-
jor oil producing company owher-
ship?

A. I think a very large percent-
age.

Q. Probably 957

A, Sometimes we differ as to who
are the major companies.

Q. I am just a country boy; you
are about the first major president I
ever saw,

A. Bayitis 907%; I think you are
safe.

Q. 909,

A. Yes, sir.

Q. Then you do make more profit
on your pipe line than you do on
your production, refining, and dis-
tributing departments, as a rule?

A. We have certainly in 1930 and
1931,

Q. Yes.

A. And as a rule, the earnings in
the pipe line are more regular, be-
cause, regardless of the price of the
oil, the volume may be the same,

Q. Yes.

A, In fact, in Texas, with this
cheaper oil and overproduction, the
volume has been greater.

Q. Then your income from your
pipe line is more or less fixed?

A, 'That is more regular and defi-
nite, yes.

Q. Now, it is a sounder invest-
ment for the oil company to own a
pipe line than any other branch of
the oil industry, isn't it?

A. 1 would say only sounder in
this respect; probably it is sounder
to own production and refining and
distributing facilities, but you have
to be in the manufacturing and mar-
keting business. Now it is very de-
girable and sound policy, and Wwe
think, good business, to own Yyour
pipe line, and give insurance that
you will have regularly, or can have,
for vour refining and marketing re-
quirements, your supply of erude. I
think a refiner would be in a rather
insecure position without that insur-
ance of his ability to get his supply
regularly. In every large unit,
wherever it may be, it should keep
itself protected with a supply as an
insurance. May I add a little to
that? The question has been raised
of course, as to what disadvantages
a small operator may be put to be-
cause of that condition. Now, I
think the producer is better off be-
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cause the companies—we may call
them parent companies—ithe com-
panies who own these pipe lines
are very large buyers; they have
very large storage, they provide
investments in great quantities of ‘bil,
and have a tankage to accumulate it.
The pipe line without such an invest-
ment in tankage and without regular
markets which can only be secured
through an established retail mar-
ket, could not afford the producer
the market that the large companies
can. I firmly believe that pipe lines
divorced from the oil companies, and
left on their own feet would be more
or less out of the market, and under
the necessity of buildings of tremen-
dous amounts of storage, just as the
o0il companies have had to do. No
0il company would be tied to any pipe
line; he would be trying to get his
transportation whenever he could
and wherever he could to the best
advantage, and he would have no re-
spongibility for the pipe line, for its
maintenance, or the supply for it.
That would be entirely in other
hands, without any respongibility for
the marketing or manufacturing fa-
cilities. I think it is a necessary
facility for any large refining and
marketing organization. There is
also this difference between pipe lines
and railroads. There is_no prohibi-
tion against any producer or aggre-
gation of producers building a pipe
line. We did it as a small company
when we had a capital stock of only
three million dollars, and less than
a million and a half authorized and
issued, and we built our pipe line into
' Sour Lake and developed that fieid.
We went on into Humble on a slight-
1y larger capitalization, and later on
we spent five million for a pipe line
going into Oklahoma. We were a
small independent company and no
prohibition was put in the w by
this or any other state, and there is
no prohibition against any company
building a pipe line anywhere as long
as they comply with the law provid-
ing that it shall be a common car-
rier also. That is not true of the
railroads, no one can build a railroad
until he has. shown the necessity of
a railropd and its effect on existing
railroads. No one is foreed to ac-
cept these transportation facilities,
and so far as I know, no one has com-
plained about the rates. I doubt if
the rates could be construed to be
. exceseive, or that any material

5—Jour.«

change other than those made from
time to time would bring about any
considerable or any perceptible ad-
vantage ultimately to the producer.

Q. Mr. Holmes, at this time there
is a statute that provides that the
Railroad Commiission .may regulate
rates charged by pipe line companies
in Texas; that has never been in-
voked, has it?

A. T think it has to this effect,
those rates are all on file with the
Railroad Commission.

Q. And approved as filed?

A. And approved as filed. 'The
same thing is done with the Inter-
state Commerce Commission at
Washington. If they take an excep-
tion to them, naturally that has con-
sideration, but generally the Rail-
road Commission has accepted the
rates and has filed them.

Q. Do you not think it would be
good policy for the Railroad Com-
mission to be given power and au-
thority to enter an order in cases
such as you have in East Texas re-
quiring pipe lines, all of whom- are
common carriers, to connect with
these independent wells over there
and take oil ratably from all wells
in the field?

A. No,Ido not. So long as these
producers and the field do not com-
ply with the Railroad Commission’s
order, I would say n6. I don’t see
why in the face of disregard for one
order that you should issue another
order to protect them in such dis-
regard, )

Q. Suppose the order contained
the provisions as the present order
does?

A. I would be willing to leave it
to your Railroad Commission or any
other commission to issue any other
order they want to if you will give
them authority to give definite, ade-
quate and falr control to production.
As far as T am concerned, I don't
care about the details; I am perfectly
willing to dépend upon them to be
fair to the industry as a whole.

Q. Then you would be willing for
the Railroad Commission to have
authority in the event you had a line,
say, five miles from a newly discov-
ered field, and the field had a daily
production of 10,000 barrels, and
could get no connection, you think
it would be fair for the Railroad
Comniission to enter an order re-
quiring your pipe line to build into
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this field and take ratably from all
wells?

A. 1 will take my chances per-
sonally on whatever the commission
might order, if they are properly con-
stituted, and invested with proper
power. °‘That particular instance, I
don't know, but I am perfectly will-
ing to take our chances.

Q. What is your definition of con-
servation of oil?

A. That can be a very broad def-
inition. 1In the first place, I think it
should be conserving or reducing the
use of oil to that quantity which pro-
duces the necessary or essential prod-
ucts of petroleum; anything bevond
that I call waste. I think when gas
is permitted to waste into the air,
that is, regardless of its price, it is
a waste of a natural resource, which
in time will have value. Now 1 made
an estimate last year in looking up
this situation, in an address I made
in Chicago, that the waste in th>
petroleum industry of oil and gas has
amounted to something like four
billion doilars since oil was discov-
ered west of the Mississippi River.
Now, in time, my feeling is that the
nation will need those resources, so
I got down to this essential require-
ment of conservation, and that is the
restriction of the use of petroleum
to the quantity necessary to produce
the essential products of petroleum.

Q. Would you then say that in
passing a law affecting the conserva-
tion of oil, that it should control the
oil underground and out of the
ground?

A. 1 think it should control it in
the ground. When it gets out of the
ground then it becomes within the
ownership of the individual, or indi-
vidual units, and a little beyond the
power—possibly the proper power of
the State.

Q. How much gas is escaping in
the East Texas Field now in the 1lift-
ing of a barrel of crude oil on your
leases?

A. 1 don’'t know. 1 hear? a wit-
ness here state the amount yester-
day. If I remember correctly, it was
upward of a hundred million feet,
I don’'t remember,

Q. 1 believe his testimony was
three hundred cubic feet of gas es-
caping with—

Senator Woodward: I think the
witness misunderstood the question.

Q. I think he said with every bar-

rel of oil lifted, three hundred cubic
feet of gas escaped.

A. T would prefer you to take his
testimony rather than mine, because
I am not familiar with that gas con-
dition. I thought he said one hun-
dred sixty million cubic feet daily.

Senator Woodward: Senator Pol-
lard, maybe I misunderstood your
question. I understood you to ask
the witness how many cubic feet of
gas was wasted on their leases.

Q. I tried to ask him how many
cubic feet of gas did it take to lift
a barrel of oil on his leases in the
East Texas field.

Senator Woodward: I think maybe
the gentlemen, or I am, confused. 1
wish you would ask the question over
850 I can get it in my mind clearly,
and the record will show it clearly.

Q. How many cubic feet of gas
escapes with the lifting of a barrel of
crude oil on your East Texas produc-
tion?

A, 1 don't know.

Q. Now, in defining waste, the es-
caping of gas in the lifting of oil,
how many cubic feet of gas could
escape in the lifting of a barrel of
oil in East Texas, without being de-
fined as waste of gas?

A, 1 can't answer that, I don't
know. I am not technically familiar
with that feature of production.

Q. What would be the rule in any
field?

A. 1 don’t know that.

Q. If, as a matter of fact, it costs
more to produce gas, I mean gaso-
line, from gas escaping through cas-
inghead plants, than you could sell
the gasoline for, would that be waste,
or would it be more economical to
let the gasoline escape in the air with
the gas?

A. I would call it waste, and I
would say this also; that in line with
my theory I would not permit the
production of oil where such waste
resulted, and not until there was
such need for that oil as would per-
mit or justify the waste that would
have to attend the production. I
would say that when there is not the
need for the oil, the waste i3 not
justified.

Q. At this time in East Texas,
your recommendation would be to
the Railroad Cominission that if gas
is going to waste as stated by the
witness here yesterday, that all
production cease until the price of
crude oil justifies the waste of gas
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and gasgoline escaping with the gas?

A. I hbelieve that would bring
about a very healthy condition rap-
idly. I think if they would do that,
that within a reasonable time the
gasoline would be worth enough :to
warrant the plant for extracting the
gasoline. Today it is not. .

Q. Suppose that took nine months

or a year?
A, I think that if there is any
definite assurance that that would be
done, there would be pleniy of peo-
ple who would be willing to put in
the investment, and even take a loss
in the meantime, if necessary, to pro-
. duce a reagonable amount of oil,
- Q. And in doing that you wipe
out every independent operator in
. every field, then what would be the
result, would that be for the good
of the industry?

A_ T hardly believe that would be
the result. I do not advocate that
policy and that is why I am so strong
for some action on the part of this
Legislature that I think I3 necessary
to avoid that very thing.

Q. It this your theory that pro-
ration is the solution of that prob-
lem?

A, I think proration is a neces-
sary detail of the operation under
any conservation activity, because
yYou cannot allow one individual or
one field to produce all the oil, it
must be done as nearly as possible
equitably to all interests, and there
are many interests and for that rea-
son it must be. The allowable must
be apportioned in line with some
fair and equitable and definite way
of determining.

Q. Are you acquainted with the
various proration orders entered in
Texas by the Railroad Commission

in the past sixteen or eighteen
months?
A, In a general way, yes.

Q. Is that in keeping with Your
idea of how to enforce an equitable
proration law?

A. I think that the Railroad Com-
mission has done the very best they
could under the circumstances. I
think all of these commissions in
Texas, Oklahoma and the other
states have done all they have au-
thority to do, and maybe in some
instances a little more, in an effort
to do the best they could for the oil
interest.

Q. Should a proration order af-
fecting the State of Texas take into

consideration the market demand for
each particular field, or should it be
based upon the total potential pro-
duction of all fields in Texas, and
then ordered entered ratably prorat-
ing the fields according to their pro-
duction?

A. I believe it should take into
account the market requirements and
give proper consideration to the con-
ditions in each and all of the fields.
I do not think it should be based
entirely upon the potential capacity
or the developed capacity of a fleld,
or any single field. -

Q. Proration orders so far in
Texas have been based upon not the
potential production but upon the
demand made by each oil company
as to the particular field and what
they want to take out of that field,
have they not?

A. It has been dependent upon
that.

Q. In Texas?

A. In Texas and also upon the

degree of cooperation and willingness
of different ones to accept some com-
promise figure.

Q. I have attended several of
these hearings and have been keep-
ing up with it, and here is the way 1
understand these orders have been
entered. They first have some engi-
neer make a statement as to the po-
tential daily production in each field
and the next thing, they say “All
right, Mr. Texas, Mr. Humble, Mr.
Magnolia,” to all of the other pro-
ducers who care to take ratable, “you
tell us how much you want out of
each field'’; that is the way they do,
isn't it?

A. Yes, but that is not altogether
what we want,—

Q. Wait a minute, let me flnish
stating how they do. Then they add
that up and without considering the
potential production of any field and
disregarding the request made by any
refinery or other independent pur-
chaser, though he may be a broker
acting for some large company with-
out exposing his identity, they do not
consider anything except those com-
panies that they know want an order
entered that they will comply with,
that ig the usual procedure, isn’t it?

A. I believe it is, yes.

Q. And disregarding as they do
in parts the,—what is that word you
used, the demand for oil they will
take, the amount they will take from
each fellow, what is that word?
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A. The allocation,

Q. No, not allocation, the nomi-
nation, that is it, they disregard the
nomination made. T know they did
that in April, of certain independent
refineries whiclhh had just been or-
ganized in East Texas, and all they
considered ol entering that order of
a location, is the nomination made in
that order, made by the large com-
pauies, that is the way to do it?

A. T don't know all the condi-
tions and circumstances. If those
nominations were more or less in-
definite, if the commission was not
assured that that nomination meani
they would take the oil, and also if
the total of those nominations ex-
ceeded what they thought could be
taken care of, and at the same time
take care of the nomination out of
other fields I should think that com-
mission ought to have some discus-
sion.

Q. What brokers have been pur-
chas ' ng crude oil in East Texas for
the Texas Company?

A. I don't know.

Q. HWHas the Texas Company or
not adopted the policy of having
brokers purchase oil in East Texas
at ten cents a barrel in the name
of some bhroker, with this o0il con-
signed to some eastern shipping port
to this particular broker without dis-
closing the identity of the Texas
Company as a purchaser?

A, If they have I do not know it.
I do know of this condition, we have
been buving and handling oil for
people in Canada for a year, and if
that is the case I know about that.
If there is anything else I know
nothing about it.

Q. And those purchases were
made with the contract providing
that one well or two wells must pro-
duce five or ten thousand barrels
daily in vioiation of the proration
order?

A. 1 doubt if there is anything
like :hat, and I say if there was I
would know about it. I kpow of no
such occasion.

Q. I have not heard that charged
to your company. [ was just asking
that,

A. We are not attempting to set
a standard of operation.for any other
companies, but we have a rather
definite idea of how we would like
to operate,

Q. How much empty storage for

crude oil
States?

A. I don't know,

Q. How much ¢il is now in stor-
age?

A. At'the end of 1930 there was
five hundred and three million bar-
rels. I don't know what the figure
is today, T think it is a little less
than that today.

Q. That was as of January 1st?

A. December 31st, or January
1st, 1931.

is there in the TUnited

Q. (Bv Senator Woodward.) In
the United States you mean?

A.  Yes, sir.

Q. (By Senator Pollard.) How

much was it on January 1st, 1929?

A. Five hundred and thirty-five
million barrels.

Q. That is January the 1st, 1929°?

A, Yes, sir, the beginning of
1930.

Q. What is the difference in the
two yvears?

A. Well, that is a one year pe-
riod. Now the two year period
would be the beginning of 1929, Jan-
uary the 1st, 1929,

Q. How much did you have then?

A. TFour hundred and ninety-two
million barrels.

Q. How much was the storage
reduced in barrels from January 1st,
1930 to January 1st, 19317

A. Approximately thirty-three
million barrels.

Q. How much import did you
have in the United States during
that time? -

A. The import in 1928 was in
round numbers eighty million bar-
rels; in 1929 they were seventy-nine
million barrels.

Q. What was it in 19307

A. The import was sixty-two mil-
lion barrels in 1930,

Q. And you took how much out
of storage during the year 1929°?

A. In the year 1929 we had fifty-
eight million barrels to storage.

Q. I mean 19307

A. In 1930 we reduced the stock
twenty-eight million barrels.

Q. Then the import and the
amount taken from storage rep-
resented approximately a hundred
million barrels last year, did it not?

A. Yes, sir.

Q. Now how much have you re-
duced your storage for the year of
19317

A. I do not have that figure
here, Senator Pollard.



SENATE JOURNAL.

133

Q. You are today producing ap-
proximately a hundred thousand bar-
rels of oil less than is being refined
daily, isn’t that true?

A. Approximately I haven't that
figure with me but I think that'it
is a little less.

Q. Approximately a hundred mil-
lion barrels?

A. A little less than what is or-
dinarily run to the field in this
country but I think the import and
production are a little less than the
refinery runs,

Q. Is there being more oil im-
ported into the TUnited States now
than for this period last year?

A. No, I think there is less, I
think T can—wait a minute, I have
the figure you asked for. The cruds
stocks in the United States at the
end of May, I have the first five
months heré, at the end of May—I
will have to apologize for this mem-
orandum, it seems to be an addi-
tional memorandum and takes in
east of California. The crude stiock
of three hundred and. fifty-four mil-
lion barrels up to May, 1931, that
is as against three hundred and
eighty-five million last year.

Q. Then you have reduced your
stock east of California?

A. Yes, sir, practically eleven
miliion barrels.

Q. In five months?

A. Yes, sir.

Q. Now then, the same policy has
been adopted by the oil industry in
California, has it not?

A. No, in California there has
not been a reduction of stock,

Q. Not any at all?

A. I doubt if there is, we have
been unable to reduce ours, there
has been an over-production situa-
tion there right along.

Q. Then throughout this year
there has been an over-production of
o0il in California?

A, Yes, sir.

Q. Then the over-production is
more noticeable there than in any
other part?

A. Oh, no, it is much more ex-
cessive in this State.

Q. Now back to this proposition,
you are today producing, I mean the
oil industry is producing a hundred
thousand barrels daily less than they
did this time last year, approxi-
mately, and drawing that amount
from storage tanks, and obtaining

some, supplementing that by import?

A. That is true, and you know
the reason, I think. There are many
companies today who are unable to
buy crude; they simply haven't the
money to buy crude, and they are
under the necessity of taking oil out
of stock and converting it into cash.

Q. Yes, sir. And what is your
idea about companies who are buy-
ing this cheap oil-—are they storing
it or using it?

A. Well, that is very difficult to
tell; I don't know.

Q. Are you buying more crude
oil at this time than you are using
in the refining of oil and selling of
fuel oil and stuff like that?

A. Do vou mean the Texas Com-
pany?

Q. Yes.

A. No.

Q. Are the major companies buy-
ing more oil today than they are
using in their refining and compress-
ing of oil and so forth, as a general
rule?

A. As I say, I think the pur-
chases and the imports exceed a little
the amount used in the refineries,
but whether they—I think that
would be the answer. Now-—(an-
swer interrupted.)

Q. Which would be the answer?

A. That the production and the
imports are a little in excess, as I
rememher, of the actual refinery
runs. That would mean that there
would be just at this time a little
more going into storage.

Q. Could it be possible that the
oil companies that purchased crude
at two and two and a half a barrel
and stored this oil and took their
loss by the reduced price of oil some
time ago could be recuperating that
loss on ten cent oil placed in storage,
to be sold at a later date at a dollar
or §wo dollars a barrel?

A. T think that is possible, and 1
think it would be very desirable—

Q.  Yes. -

~A. —on the part of any of thein

if they could recover that loss. If
oil is offered at that price and they
can do it, it is certainly good busi-
ness.

Q. Mr. Holmes, it looks to an
outsider as ignorant as I am about
oil business like some of the boys
might be doing that out of East
Texas ten cent oil and that, antici-
pating distress conditions, they
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didn’'t do anything to keep it from
taking place. Do you think they
might be playing that way?

A. Well, I don’t know about that,
but there is this condition that I
have told you: the lack of confi-
dence that we would succeed in this
—in what 1 call constructive en-
deavor may lead some through their
lack of confidence to take such ad-
vantage of the situation as they
think is warranted; so it may lead
to that very condition,

Q. Yes, sir. Now, Mr. Holmes,
1 believe in California they had a
distress condition prior to the en-
actment of certain laws by the Leg-
islature?

A. Yes.

Q. And that immediately after
the enactment of that law the price
of oil advanced—how much a bar-
rel?

A. I don’'t remember the amount,
hut there was some considerable ad-
vance,

Q. Was it about forty cents a
barrel, or twenty cents?

A. 1don't have that in mind.

Q. And the price of gasoline to
the consumer advanced five and a
half cents a gallon right after that?

A. Something like that,

Q. Yes, sir. Now, then, we have
gone through the first process that
California had, a very stringent re-
duction in the price of crude oil,
with especial reference to East
Texas?

A, Yes, sir.

Q. Now, isn't it rather peculiar
that the same condition would exist
in Texas that existed in California
just before this conservation law was
presented to the Legislature?

A. No, it is not. They both come
from the same causes; they both
come directly from the violation of
the Conservation Commission’'s or-
ders on restriction of production; in
California it came as a direct result
of the production by some units,
some operators, of the full capacity
of their wells and the disregard of
the conservation orders. That re-
sulted also in the cheap gasoline
markets, contributed to that devel-
opment, broke down the structure
price of both crude and refined.

Q. Now, Mr, Holmes, do You
mean by that that it became the duty
of the purchasers of oil in California
to reduce prices of oil to the viclators
more or less as a punishment or as

a penalty for the violation of con-
servation, as viewed by the oil pur-
chasing companies?

A. No, sir, I don't think it was
the duty, and I don't think that was
the direct cause; I don't think it
was done for that purpose; it may
have had that effect in a way. But
we were asked ourselves if we could
not buy more oil. We bought and
stored in 1929 about nine million
barrels for which we had no use:
we built new storage and bought
nine million barrels. We reached
the limit of our ability to store oil,
and we were unable to do what some
considered ought to be our part in
storing oil. It was impossible and
impracticable for the companies to
buy all the oil that a good many
insisted on producing, and that in-
evitably and always results in a
low price.

Q. Mr. Holmes, you say you have
studied the committee bil] here. If
that were enacted, would that au-
tomatically serve to raise the price
of crude oil in Texas?

A. T think the effect of it un-
questionably would be to give some
stability of a better or higher level.

Q. About how much do you think
the price of crude oil in Texas would
be if the bill were passed and signed
by the Governor?

A. It would depend largely on
the extent of restriction. If you re-
stricted so that there was a con-
sistent demand for oil the price
would probably go up to a point
where those who are not taking it
out of storage today would find it
desirable to do so. Now, you know
probably and I know that it costs on
an average better than a dollar a
barrel to produce oil in this State
and Oklahoma, which are two of the
lower cost producing states. Now,
it would probably reach—could
reach and properly in my judgment
reach somewhere around the cost
price of production before produc-
tion would be encouraged to a point
where it would stop the price or
where they would take out of stor-
age to stop it.

Q. Do you think if that law were
passed the major companies would
continue to discriminate against East
Texas as to the price paid for crude
0il?

A. I don't know what the others
would do, but if it is properly con-
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trolled and they do what I think is
their part, we would pay the same
price for that oil as for North Texas
oil.

Q. Yes, sir. Then it is a ques-
tion in discriminating between East
Texas prices for erude oil because of
the lack of any law being pasged by
the Legislature?

A. I don’t call it discrimination.

Q. Well, of course, in your posi-
tion and my position we probably
see it differently.

A, 1 think about it like this—
(answer interrupted.)

Q. Yes.

A, Suppose you go down on a
ranch and a stream ran through your
ranch and through another and then
another one and there was shortage
of water; on your ranch you bring
in a lot more cattle, knowing if you
bring in enough you can drink up
all the water and disregard the man
down stream, Now, would you be
diseriminated against if they were
buying cattle from you and others
and should buy all of yours and dis-
regard the man down the stream, or
would it be fair to buy his cattle
and leave yours? I think it would

be discrimination to leave you with,

all your cattle; and the same way
about oil; when one disregards the
interests of others it is not discrimi-
nation to take his oil at whatever
price he can get for it.

Q. Answering your question, I
think it would be a matter of en-
foreing the law by the duly consti-
tuted authorities of the State rather
than by the men buying the cattle.

A, Well, I am willing to accept
the orders of the duly authorized
authorities of the State. If they will
solve it, it will satisfy us.

Q. But at this time, as you have
already stated, you are refusing to
connect with wells in BEast Texas
because of the fact they might want
to violate the Railroad Commission’s
orders?

A. No, no, that it not true. It
is impossible for us to connect to
all properties. I think it is impos-
‘sible, or at least impracticable, for
any company to connect to all the
properties. I don’'t know how many
propertiés there are, but I under-
stand there are something in the
aeighborhood of three hundred ‘odd
properties. You can realize, I am
sure, that it isn’t practical for our

company to connect to all of them.
Q. I am sure of that.

A. We can connect to some. We
can connect to as many as—well,
let me putf it another way, we can
connect to as many as total up in
their allowables to the capacity of
our lines to take it out, including
the proper allowable, proportionate
allowables from our own properties.
Beyond that we could not conmneet
to other properties; someone else
would have to do that.

Q. And taking only the allow-
ables from each well in East Texas?

A. Yes, sir, that is my under-
standing and that is the instructions
to our pipe line peobple.

Senator Pollard: I am much ob-
liged, Mr. Holmes,

Senator DeBerry: 1 want to ask
the gentleman a few gquestions.
The Chairman: Senator

Berry.

Questions by Senator DeBerry.

Q. Mr. Holmes, 'if I understand
you, you said that oil ought to be
selling somewhere around a dollar
a barrel? :

A. I think oil ought not to justiy
be forced to sell at less than cost.

De-

.There is no profit to the congsumer

in a condition that forces the pro-
ducer to produce a product at a
Ioss, so on that theory, and with
the knowledge that it costs on an
average of more than a dollar in
these two States of large production
to produce oil, I would arrive at
approximately that figure.

Q. I wasn’t trying to pin you
down to any particular figure, but
to get a basis to work on. You say
it iz a dollar, theoretically. If all
purchasing agents today were forced
to pay a dollar a barrel for oil, do
you figure that the refined product
would go up or down?

A. Well, 1 figure that refined
prdducts would go up; they would
have to go up.

Q. If refined products go up, who
pays the biil?

A. The consumer, necessarily.

Q. All right. 1If oil was selling
at a dollar a barrel and refined
products were to go up, and there
was to be discovered in Venezuela,
or some other place, jimmense
amounts of crude oil of a variety or
texture, or whatever the word is
comparable to oil, and you as the
representative of a company, would
you inecrease your imports, or not, if
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you could deliver it at Houston for
thirty or forty cents a barrel?

A. Well, I think if I were pro-
ducing in Venezuela and were in-
terested at all, as I am, in the stabil-
ity of the gituation, and this country
was producing its oil in an orderly
way, contributing to that stability
I would do nothing that would tend
to break it down. If I brought in
any oil it would be in such quantities
as were fair and would not result in
demoralization of the efforts that
have been made here, and I believe
in view of the fact that the inter-
ests in Venezuela and Columbia and
other countries are represented by
the same interests in this country,
that generalily that would he the
feeling and conduct of the others.

Q. Well, if your company and
four, five, six or sevenp more com-
panies owned the large percentage
of the potential production in the
Uniteqd States, and by restricting in
the United States and increasing
your imports you could still main-
tain a good market, would you do
it? If it didn’t break down the
market would you do it for your own
pecuniary gain?

A. Well, that is a little difficult
to answer.

Q. I could answer it quick, if I
was up there.

A, How is that?

Q. I could answer it quick if I
was up there. I would say ‘‘yes”
if I was up there.

A. Let me say this: If you have
in these different States, if you have
cooperation between these States reg-
ulating your product, that can have
a great influence on what would be
done in the way of imports from
other countries, so they might not
be free to do just as they individu-
ally would be possibly inclined to do.

Q. Mr. Holmes, when I question
a witness I sort of put myself in his
shoes, and if he answers it like I
think I would answer it I am more
apt to believe him than otherwise,
and I know if I could make more
money doing that, without breaking
down my whole market, I would do
it, and I bhelieve you would too.

A. 1 appreciate ,what you say
fully, but today the ’I‘exas Company
is buying two-thirds of the oil that
it uses east of the Rocky Mountains;
we could produce today every barrel
we need, and more. We have shut
in something like two hundred thou-

sand barrels a day. That has been
shut in through all of this effort to
bring about this conservation con-
trol. We have had shut in produc-
tion, and others have. Now, we
could produce our own oil and buy
none; we don't do it. We think that
our contribution, if it is a contribu-
tion to this, is ultimately worth
while,

Q. I can understand that,

A. And I feel the same way
about imports. We own property in
Venezuela, and we could have
brought in many times oil for less
than American oil, and we didn't do
it. I think that answers your ques-
tion. We could have done it, but
we did not do it.

Q. As a matter of public policy
or government control, or govern-
ment interference, in the name of
‘“‘conservation’’ or the ‘‘dear people,”
or what not, if it results in competi-
tion arising outside of the borders
of the country that seeks to protect
itself, doesn’t history show that has
a tendency to cause competition on
the outside, competition in the pro-
duction, of course, in oil they might
not could bring it in, but in sugar
and coffee and rubber, wasn’t that
the result?

A, Yes, that is true, and that is
the tendency, of course. This is the
point of distinction, at least between
coffee and wheat, in coffee and
wheat they endeavor to buy up, and
store up all of the production which
is what we have been trying to avoid,
We don’t want this excessive storage
which has a bear influence on the
whole situation. Their mistake, I
think, has been in not restricting
production—

Q. (Interrupting) I agree with
vou very heartily. The point I am
trying to work out is this: If you
by artificial methods lessen your
own price within your own borders,
and competition arises outside of
vour borders, isn't it the natural in-
clination of men that want to make
money to take advantage of it, and
don't they do it?

A. That is true, some of them do
do it, and generally that would be
the effect, but you have the oppor-
tunity to a certain extent for a
remedy, you can, if you are forced,
you can put a duty on, or you can
have a tariff.

Q. Yes, all we fellows down here
that raise cotton understand that,
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we have worked on the back end of
that thresher. Wasn’t it the intent
of your company when you bought
holdings ocutside of the United States
to be able to protect yourselves if
oil got too scarce or too high in the
TUnited States?

A. Well it was very largely for
the first reason. With the very
large refining and distribution capa-
city we felt under the necessity of
having reserves for the future and
that is one reason we are strong for
this conservation. We have these
hundreds of millions of dollars in
the business and we are concerned
about the value of those facilities
and what business will be ten, fif-
teen or twenty years from now, and
that is why we went into Venezuela
and Columbia, was to have land
which we could held and not be
under the necessity of developing at
thig time, as a reserve.

Q. But if oil was to get very
scarce and very high here, you would
naturally draw on those resources
down there more, would you not?

A. Yes, sir. .

Q. As long as it did not jeopard-
ize your retail market in this coun-
try?

A. We would, yes, sir.

Q. If under conservation law—
isn’t conservation law more or less
of a tariff? ]

A, A tariff?

Q. Isn’t it desired to have the
same effect as they claim they want
a tariff to have, as to price— not
as to future generations, but as to
price?

A. I think it tends to stabilize the
price and avoid the very low prices.
Of course, in a tariff, it has the ef-
fect of preventing foreign competi-
tion which may bring down the
price. If it is protective of the whole
industry and has the effect of main-
taining a better price than it could
be maintained at with foreign com-
petition, that is the theory and the
effect.

Q. It would be grateful to you
and your associates, would it not,
if this conservation law could boost
the price of crude oil so that the
price of the refined product would go
up maybe to a dollar or a dollar
and a half a barrel, and gasoline
back to twenty-—nineteen or twenty
cents, and so on and so forth. Would
that be all right with you all?

A. It would be very satisfactory

to get better prices for both. We
are not anxious at all, we are not
desirous that gasoline prices should
be excessive, and I am sure they
could not be with the wvery large
number of urnits that are marketing
it, but it is desirable, very, that both
be higher in order that we can be
reasonably prosperous, at least avoid
a loss of money in our operations.

Q. If you were a Senator that
lived in a District that did not have
any ofl wells—that raised cotton,
your people raised cotton and were
dodging taxes and foreclosures every
minute, and when the Senate was
discussing this oil, if you were a
Senator would you have anything to
suggest to help those people out, by
some conservation, or tariff, or sub-
sidy, or lifting yourself by your own
boot-sfraps, or anything like that?

A. I think I would feel justified
in supporting what I might conclude
was-a constructive effort to lift any
indqustry out of the situation that
we are in today. I know how the
feeling in the country is about cot-
ton. We are quite as much con-
cerned in the North when c¢otton is
selling at seven cents as you are.
We are not quite as directly affected,
but indirectly we are tremendously
affected by the depressed condition
of the cotton producing States, when
you are losing money or not making
money on cotton. If I were a Sen-
ator in Pennsylvania. or New York
or Wisconsin, or wherever it might
be, T would think that I would have
no diffieulty in convincing myself
that I should support any proper
constructive measure that would help
you to get a Jeast the cost of your
cotton and a fair profit.

Q. I think that is generally ac-
cepted everywhere, that any business
structure that doesn’t allow a fair
return for labor or investment, and
things of that kind, will finally
bre down. I think we are all un-
derstocd on that. I am getting back
to the proposition of the jack-pot I
find myself in. If by artificial meth-
ods, and it is artificial whether it is
tariff, subsidy, or in the guise of con-
servation, because you admit it is
done for price—the perplexity I find
myself in is with respect to cotton
and wheat and things of that kind.
Have you any well defined State leg-
islation for cotton, or for wheat, or
for oats, or potatoes?

A. No, I have only a theory. I
have this theory which cannot by
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any chance be new, that the only
way to correct, the only reasonable
way, is to avoid over-production.
Now, whether that can be done by
cooperation, or whether in the pro-
tection of some it has to be done by
law, T don't know, but that is the
source of that trouble, and that is
one of the very serious conditions
in all industries—the over capacity
to produce and the over-production,

Q. 1t may seem like I am getting
a little afield, but I am not, but I
am interested in wheat and oats
and cotton much more than I am in
oil, because I buy my oil, my people
buy oil, and we sell the other prod-
ucts; do you know of any conserva-
tion bill today with respect to help-
ing the wheat growers in Texas, the
cotton growers in Texas, the peanut
growers in Texas, anything like what
vou hope to get out of this Legisla-
ture for the Texas oil industry?

A. No, sir.

Q. Nobody else does and never
has. Now, if, as a governmental
policy you tariff for industries, and
vou subsidize the railroads and you
conserve for oil, who is left out in
the cold. Would it mnot be the
farmer? The wheat grower? The
cotton grower, the potato farmer
and the peanut farmer?

A. I think that is unquestioned.

Q. Extremely so.

A. I think in oil there is at least
an excuse.

Q. I understand that you have a
plausible argument for cil (becaus=
oil is on the stand).

A. Yes.

Q. But if you by artificial meth-
ods lift up this one and this one
and this one and make the man who
is selling in the cut throat competi-
tion pay an increased price for his
oil and for his shoes and for his
bread and for his hairpins and for
everything else, where is he finally
going to land; when are you going
to get him?

A. You have asked me a very
difficult gquestion, but I may say this
I believe the interests of the Army
and the Navy and the national pro-
tection it offers, is that a reason,
and excuse for some artificial activ-
ity in the oil business. Now, today,
about eighty-five per cent of all of
the installed machinery horsepower
in the United States is operated by
gasoline. We are using in the world
about ten times the gasoline that
was used in 1913; that is a tremen-

dous growth, and as we go on we
are going to be more and more de-
rendent on that fuel. No one, how-
ever optimistic they may be about
substitutes, no one can believe that
it is possible to find substitutes in
sufficient gquantity to replace the
petroleum products to support this
system of transportation that is
growing so rapidly and upon which
we are so0 dependent. Now, if we
in ten or twenty or thirty years
find ourselves short of petroleum,
and had to find something else or
go to some other country, then we
are going to have to pay very dearly
for it.

Q. I think I understand that, in
fact I never saw anybody being tried
that did not have a good case; but
back to the broad plain of public
policy, whether it be state or na-
tional, if the governmental policy is
so plainly obvious as it is now, that
you subsidize this and that and the
other, and leave out this and the
other, the absolutely benefitting one
class to the detriment of another
class; i{s that so, or not so?

A. Well, I—I am Just constitu-
tionally a free trader, so to that ex-
tent I am arguing against this case;
I have always been of the opinion
that more often than not artificial
stimulation or aids by tariffs result
in evils that are quite as bad as re-
sult without.

Q. No doubt of that; the man
that can't see that he is going to dis-
rupt democratic government—I don’t
want to make a speech—Ilet’'s get
back to that line of public policy—
a man says he is a free trader, but
when his ox is gored he wants sub-
sidy, then he is not a free trader, is
he?

A. I don’t really argue for sub-
gsidy, I do make this argument; we
are in and have been in a condition
in the oil industry for some years,
apart from the merits of the conser-
vation standpoint, which I think are
ample; they have become supported
and encouraged by public authority
on their merits; they had no merits
as individuals in the oil industry, so
1 think it has merif as a conserva-
tioh measure in itself. I think we
are in a condition today where, apart
tfrom that, we are warranted in giv-
ing consideration to measures that
will aid those in distress. If the oil
industry drifts on as it is today,
waste will result and a large per-
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centage of those in the business will
be bankrupt.

Q. I understand that—the reason
I am bringing thisz point out is be-
cause it is so evident, and I think
everybody agrees it is evident, that
each time you lift an industry by in-
terference with supply and demand,
and that is what you are doing, and
everybody knows it,—now, I will ask
you this question: We had a witness
yesterday on the stand and he argued
for conservation purely to eliminate
waste. The price is in it with you,
is it not? _

A. Primarily I agree with you, to
avoid the waste of any of these prod-
uets. I think it is inexcusable for the
nation to permit of the waste of
its exhaustible resources; at the
same time, I am, of course, in-
terested in the price, that -we may
have a proper and not an improper
value. ’ )

Q. If I by a twist of the wrist
could stop physical waste and it did
not boost the price, would you want
me to twist my wrist again to boost
the price up? .

A. I think today I would like for
you to make that second twist.

Q. If I could through legislation
or through a twist of the wrist, elim-
inate all physical waste, but it did
not reduce production enough to
boost the price, would you want me
to twist it again to boost the price?

A. Yes, I said I thought I would
like for you to make that second
twist; but I believe if you went the
first step fully, and in the extireme,
that you would, in a very large meas-
ure, correct this condition.

Q. Yes, that is possibly so, be-
cause that is so vague when they talk
about underground waste. Now I
want to ask you a little with respect
to some questions Senator Pollard
was asking you as to how you ar-
rive at a posted price; you all posted
a price yesterday or the day before
in that field, did you not?

A. Yes.

Q. Were those prices up or down
Iroth the prices you had before?

A. Up.

Q. Why did you “‘up” them?

A We “upped” them for two rea-
sons, 1 think. The first reason was
we would like to encourage and com-
.pensate the producers who have made
the effort to control their production
within the recommendations of these
commissions, and so forth. They even

went so far in some of the other
fields as to shut their wells down en-
tirely. We were perfectly willing to
pay more, although we -are losing
money on it in the market. The Mag-
nolia did not follow the previous cut.
We were frankly quite put out about
the East Texas situation, but we fol-
lowed the Humblie cut before because
of the conditions of increased pro-
duction in East Texas, and we
thought they were just going to pro-
duce with total disregard for the
other interests, so we thought we
should not pay the price we were
paying; they were breaking it down
themselves. The Magnolia did not
follow this last cut, and T think two
or three smaller companies did not
follow. Even before I-left New York
I wondered whether in fairness to
these other fields we should not re-
store that price to the previous fig-
ure. I talked it over with our peo-
ple in Houston and in a day or two,
or rather a day or two ago, it was
announced the Continental, which
was one of the smaller purchasers,
had increased their price, and I think,
Skelly and Phillips and some one else
in Kansas had increased their price,
so I felt we should so do, and we did.
Q. All right. Now, do you all
very often-—a while ago it was said
in answer to a question by Senator
Pollard, that your company was
about somewhere from third to sixth
in purchases of crude petroleum?

A. Somewhere in that range,
yes,

Q. Sir?

A, Yes.

Q. I was not trying to pin you
down to any particular figure. 1In

this instance, somebody preceded you
in the lift in price. Do you ever lead
a raise or a cut in price, your com-
pany?

A. Yesg, I think we have, but I
Pdon‘t remember any specific in-
stances.

Q. Well,wouldn’t it be a little bit
hard out of you six major purchasing
companies, to find out who leads
these cuts and lifts in price?

A. It is not hard to find out be-
cause immediately they make the
change it is known and communi-.
cated to us. They post their prices
and that is known immediately; that
is sent out to all their connections
advising them of the change in price.

Q. You said your company very
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seldom took the lead in a decrease
or increase?

A, I say there are instances
where we have, but as a rule we have
followed the posting of the other
companies.

Q. Who usually
posting ?

A. There are different ones. Down
here in the Texas the Humble Com-
pany is more often the one to lead
in the advances or cuts. In Okla-
homa that was for some years the
Prairie Qil and Gas Company. At
that time the Sinclair led sometimes,
and sometimes the Carter and some-
times it is the Gulf, and in some in-
stances it has been the Texas Com-
pany. .

Q. In your distributing end does
your company follow the policy of
meeting cuts or increases in the price
of gasoline very often?

A. Well, we more often initiate,
1 think, price changes in the refining
market than we do in the crude mar-
ket.

Q. Yes. When you cut a price
in gasoline what do you do it for?

A. In every instance it is because
of underselling or a cut by others

Q. Yes.

A. Now very often we—in the
market—may be undersold by a
great many people before any change
in the announced price is made.

Q. Yes. —Let's try it going up;
if gasoline were 16c in the TeXas
Company stations around here, and
vou were making money at 16¢, and
somebody would go up to 18¢, would
vou go up to 18c¢ or stay at 16c?

A. If that 18c were an excessive
price, and if it were excessive it
could not be maintained, because
someone would undersell it, we
would not follow. There have been
many instances where companies
have raised the price and others have
not followed, and those who raised
the price have been obliged to fall
back. That is the protection in price.

Q. Are you familiar with the
method in Texas of posting increases
or decreases in the retail price of
gasoline?

A, Not any more than I just
know if they increase in price that
they must communicate to the peo-
ple to whom sell.

Q. You may know how it is done
in New York as well as I do down
here.

A,

leads in this

Qur practice is to post our

prices at our stations frem which we
sel_l, and that of c¢ourse is very
quickly known to the competition.

Q. Is it very commonly the in-
stance that in Austin, Texas, and
Waco, Texas, you buy Texaco gaso-
line at a different price from Humble
products?

A. I would say that generally you
are buying in a Gulf station or in
our station, that there would be very
little variation in price, because if
they went up and we did not follow
we would lose the business and would
have to drop back, so the effect is
that the price is generally the same
in different stations in the same
place.

Now, if you buy from some dealer
who has our pump, he may be under-
selling, because he is selling on a
margin, and sometimes we find our
products in stations at prices below
which we sell them in our regular
retail stations. And you might be
able to buy in Waco cheaper than in
Fort Worth, for example, because
there may be a certain competitive
condition,

Q. You more often find those lo-
cal competitive conditions where you
have independent refineries, do you
not?

A. Sure, where there are inde-
pendent refineries or where their va-
porage is small into that section.

Q. Isn't it rather strange that if
vou are like me, and you start out
in your car and wonder you are pay-
ing 16c¢ for gasoline and then the
next day you find that there has
been a boost in the price of 17¢ and
before you can drive from the Texas
Company to a Gulf station it would
be up over there; isn't that just a
little strange?

A. I don’t think it is strange. 1
think you can find it nearly always
if a condition warrants a slight in-
crease, and we do initiate them, if the
conditions did not warrant and we
were to initiate it and everyone fol-
lowed it we would be very hesitant
about initiating it, because in doing
that we are likely to lose some busi-

ness; the business would go else-
where.
Q- Would the traffic bear it, is

that what you mean by it being too
high?

A. Today we know that we
should have a better price for gas-
oline. Now if competitive conditions-
if there were not too many under-
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selling the price as they are today we
would initiate a price increase.
Q. In the retail end?

A. Yes, sir, but there are so
many underselling the chances are
none would follow and the next day
we would go back, but if we were
confident today we could get an in-
crease of a cent a gallon we cer-
tainly would initiate that increase.

Q. How high would you go?

A. Well, I wouldn't attempt more
than a cent.

Q. If the traffic would bear
two cents you would go two?

A, If I thought it would bear two
I would go that much, yes, sir.

Q. I can see some reason where
if somebody does make a competitive
cut against you that you would fol-
low but I can not see if he posts a
raise why you would have to follow
if you were making money at the
price you were then selling at?

A. If you are making too much
money they won’t follow.

Q. I don't know what that is,
making tco much money, I have
never had that experience?

A. Well, if you were in any mer-
candising business, whether hard-
ware or groceries or whatever it
might be, in a community you would
be better off as a merchant if you
tried to maintain a- price at which
you all could make a little monev.
If you pursued the policy of under-
selling that other man he very likely
comes down tbo. Any others can
cut the price down, but very few or
all of us could get it up, we can’t.
A dozen of us could not come up
with the additional hundred who are
marketing. We would like to get
it up, but we can’t.

Q. I have heard some statement,
and I would like to know is there
an understanding between the large
companies about the posted prices
with respect to selling gasoline?

A. No, there is not at all, ab-
solutely.

Q. I want to ask you two or
three more questions and I will
thank you kindly. Your company
is engaged in the production end
of the business and is also engaged
in transportation and refining and
the sale of it, are they not?

A, Yes, gir.

Q. Do you think the company
today could be successfully con-
ducted by engaging in just one of

3

those three occupations solely, over
a period of years?

A. There are companies that are
producing units, and there are others
that are marketing units.

Q. Separate from all others?

A. I am not talking about whait
they have dome. With the present
conditions, the pipe line conditions,
the refining conditigns that exist
today, under all of the conditions
that exist and all of the companies
taken in comnsideration, would you
today advise the investment of any
considerable amount of money in the
oil business that would just take the
production end of the business by
itself? i

A. No, I wouldn't,

Q. Would you advocate one to
take the transportation end of the
business under the present condi-
tions?

A. I would not.

Q. Would you advise one for the
refining and distribution by itself?

A. No.

Q. Well, in other words, today
it is practically impossible for a man
to succeed in any reasonable large
way, it would be your idea he would
have to engage in all three of them
would he not?

A. I think one can suecceed in
business in one of these, but he is
not as secure or as safe, it is more
of a gamble in any one than it is
if you have the whole thing and can
carry on. II you have it all, you are
obliged continuously to spend addi-
tional money to keep up with the
development in one branch or the
other, there is no place to stop.
That is one trouble about the entire
oberation, there is no stopping place.

Q. It is rather conclusive that
the power to succeed in either one
of the three fields is less than it
was several years ago?

A, Yes. Under the conditions
now there is not the opportunity.

Q. Do you think the hazard is
increasing ‘or decreasing?

A. I think it has decreased with
the over-production and the results
in very low prices, unquestionably;
the opportunity for secure enterers
into the business hag decreased be-
cause of that condition. -

Q. What percentage would you
guess, if you don’t know, or would
you speculate if you don’t know,
what percentage of the filling sta-
tions in the State of Texas are
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owned by what we term major com-
panies?

A, 1 don't know about the other
companies. Our percentage of
owned and controiled is a little over
sixty per cent in Texas.

Q. Sixty per cent of all of them?

A. Yes, gir. It is less than that
throughout the country generally,
but I think that is representative of
conditions with others, some more
and some less possibly,

Q. Would we be safe in saying
that the major companies control
eighty, eight-five or ninety per cent
of the filling stations in Texas today?

A. No, I don't think they control
that amount.

Q. That is either own or control.

A. No, sir, I don’t think so,

Q. There are some figures that
high, I don't know whether it is
true or not. Does that increase the
hazard of the little station opera-
tors?

A. 1 was quoted as saying we
have seventy per cent, but I didn't
say that, I said ‘'sixty,” there is a
1ot of misinformation about.

Q.- I understood you to say your
company owned sixty per cent?

A. Yes, sgir, but I say 1 was
quoted in the paper vyesterday as
saying seventy, and that was incor-
rect.

Q. Would we be safe in saying
that the major companies own eight-
five or ninety per cent of all the sta-
tions?

A. No, sir, 1 don’t believe they
do.

Q. What would be your guess at
that figure?

A. 1 don't believe it averages
more than ours, taken on the whole,
not over sixty per cent,

Q. All right, we will leave those
figures alone for a minute. What do
you think about the hazard of the
independent filling station operator
today as compared with what it
was ten Years ago, or flve years ago?

A. 1 imagine today he is about
the only one making any money.
Now there is the condition we are
all competing for his business, for
his outlet, and that competition re-
sults in a very considerable margin
to those filling stations. He is
about the only one I know who does
have practically the same compensa-
tion regardless of the price.

Q. It is not a fact, Mr. Holmes,
that the independent filling station

operator is practically being driven
out of business?

A, 1 don't know
true.

Q. I think it is very obvious, 1
don't know.

A. Of course, you know this con-
dition I am sure, that very often and
guite generally in some sections fill-
ing station operators who have the
advantage of this competition among
the manufacturers for that outlet
who buy their products and sell
them for less than that same manu-
facturer sells it in his own station.
Now that brings about demoraliza-
tion of the prices; that is one of the
factors of demoralization. I am not
against the policy at all but I do
think it is wise for him to have
the same consideration for the others
in competition that you would have
for your neighbor merchant if you
were a merchant and it is conceiv-
able that he might bring about the
necessity for companies to own and
control all of their stations in order
to maintain anything like a fair
price,

Q. I want to ask you about two
more questions, it is about twelve
o'clock and I want to ask you an-
cother question. A while ago when
Senator Pollard was discussing and
asking you about the price of Penn-
sylvania oil I understood you to say
that one reason it was particularly
valuable was on the account of the
type of lubricating oil that could
be made out of it, is that so?

A, Yes, Pennsylvania oll {8 what
is known as ecylinder stock based
crude, all of their crude produces a
good grade without chemical treat-
ment of steam cylinder oil, Now
there are very few of the other oils
which produce— —

Q. Well I am not particularly
interested in that detail.

A. Well, that is one of the val-
uahble fractions of crude which has
become valuable in Pennsylvania oil.

Q. 1 knew it was good because
they are still charging me the same
price for Quaker State Oil that they
did three years ago. It must b2
mighty good. The Texas Company
makes high grade cylinder oil, do
they ndt?

A. It does.

Q. Do you use Pennsylvania Oil?

A. No, sir.

Q. Is your oil as good as Quaker
State?

it, if that is
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A. Yes, sir. :

The Chairman: I make thig state-
ment as chairman of the Committee
of the Senate, the House has passed
the Loy Free Bridge Bill, Mr. Loy
would like to have that Bill brought
over here and passed as rapidly as

possible. .

Senator Woodward: I move that
the committee recess until two
o’clock.

The Chairman: Motion has been
made that the committee recess until
two o’clock, all in favor of that mo-
fon let it be known by saying “aye.”
The ‘“*ayes’” have it and the commit-
tee will stand adjourned until 2
o'clock.

Afternoon Session 2 p. m.

The Chairman:
will come to order.

Senator Poage: Mr, Chairman.
I would like to interrogate the wit-
ness.

Senator Martin:

The Chajirman:

Qu;estions by Senator Martin,

The committee

Mr. Chaijrman.
Senator Martin.

Q. Mr. Holmes, it is possible for
a man who is familiar with the oil
industry to calculate exactly the cost
of production of a barrel of crude
oil in any oil.field, isn’t it, or ap-
proximately so?

A. I think that is true. It is
possible to caleculate the production
of a field. -

Q. Ordinarily you find no one
that knows anything about it except
the man who is particularly skilled
in that particular line of work; is
that not true?

A. Well, they are more likely to
have real, accurate information than
any one ¢else.

Q. Now, if the State of Texas
were to create a Congervation Com-

migsion that Commission in order to,

be able to function properly would
necessarily have to obtain such in-
formation from some SsSource,
wouldn’t they?

A. I think they would; I think
they should. .

Q. Ordinarily they would have to
get that information from an oil
man, wouldn’t they?

A. Yes, from oil operators.

Q. All right. Now, In order to
control the production of oil and
the prices of oil they would have to
get the information from some man

who was familiar with the oil indus-
try, wouldn’t they?

A. 1 would think, so, or neces-
sarily they would have to investigate
the accounting records of those in-
terests, by some one who was com-
petent to make the investigation.

Q. Now, after the Commission
has obtained such information as
they would require or need with ref-
erence to the cost of production and
with reference to the amount of pro-
duction the Commission could enter
orders governing the production and
also the price, couldn’t they?

A. I should think that would de-
pend upon the authority vested im
the Commission.

Q. Well, under your idea yomn
think they should be permitied to
govern the price, don't you, in order
that the companies in the business
may obtain a reasonable return from
their investiment and yet at the same
time hold back and conserve the
production?

A. I feel that if the Commission
acts wisely and in the interest gen-
erally of all, that they should be just
as fully informed as possible.

Q. Well, Mr. Holmes, you didn’t
answer the question. But you be-
lieve that the Comission when cre--
ated should set the price of produc-
tion or price of the crude oil in order
that the producer might retain a fair
and reasonable return from his in-
vestment?

A. No. No, I don’t believe that
any commission should set the price.
If I have given that impression, it
is erroneous. I was quoted in the
paper in the head lines as saying:
that, but I have not said that.

Q. This Central Committee of
which you have spoken a few times.
here has so recommended?

A. Recommended that they fix
prices?

. Yes, that they be permitted
to fix the price?

A. Notthat I know of.

Q. If they have recommended
that, then, you don’t know about it?

A. T do not.

Q. All right. Now, then, assum-

ing that the State of Texas sets up
a Commisgion, the Commission has
to appeal to an oil man to arrive at
the cost of production and the
amount of production, and the Com-
mission desires to. see the investor
receive a reasonable return on his
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investment, yet not deplete the
stock—that is, not deplete the pro-
duction—they would have to set the
price, wouldn't they?

A. No, I think that would not be
a necessity, and I think it might be
an objection, to set the price. I
would recommend, and what I have
tried to convey in my answers to
your questions is, that they would
so conduct their control of produc-
tion that it might result in the avoid-
ance of conditions which bring about
the sale or the disposition of oil at
away under cost, Now, so far as
getting the cost is concerned, that is
a comparatively easy matter.

Q. Now, Mr. Holmes, you say yon
want to bring about a condition
where thev will not sell under cost?

A. Where they will not be forced
to sell under cost.

Q. Where they will not be forced
to seil under cost. All right. Then
the Commission would have to have
something to do with the regulating
of the cost, wouldn't it, or the price
of o0il?

A. Not necessarily.
lustrate?

Q. Wait a minute. I have these
matters in my mind; let me get
through with my questions and then
you can illustrate.

A. All right.

Q. Now, the petroleum industry
is recommending a Commission in
each of the oil-producing States at
this time, isn't it?

A.  Yes, sir; that is, a good many
of us are.

Q. All right. If the petroleum
industry should get a Commisgsion set
up in each State, and that Commis-
sion under the rules and regulations
which it might adopt, being in each
State or being in accord one State
with another, they could to a cer-
tain degree regulate prices, whether
they intended to do so or not,
couldn’t they? )

A. They could affect the bprice.
1 doubt that they could or would
regulate it.

Q. All right.
the price?

A. Yes, sir.

Q. Now, then, if the petroleum
industry today were to go into an
agreement one with the other to put
the price of crude oil anywhere in
any field at any price and they were
to be caught at it they would be

May 1 il-

They could affect

prosecuted for violation of the antij-
trust law?

A. They would, undoubtedly.

Q. But if they could work the
same thing through a Commission
they would be immune from prose-
cution, wouldn't they?

A, Yes.

Senator Martin: That's all,

Senator Poage: Mr. Chairman.

The Chairman: Senator Poage.

Senator Martin: Mr. Chairman,
just one question I overlooked—just
two or three more questions.

Questions by Senator Martin:

Q. Mr. Holmes, do you know—
this is being asked by request—an
ordinary East Texas barrel of oil,
about what different products are
manufactured out of it? I don't
mean for you to name them, but do
you know in your own mind about
how many different things?

A. 1 just know that crude is pro-
ducing gasoline, kerosene, fuel oil,
and it might produce some wax pro-
ducts and so forth. It is not espe-
cially—(answer interruped.)

Q. You are not familiar enough
with the chemical analysis to stale
how much of either one, could you”

A. No, sir,

Q. Waell, then, you could not let
the Committee know at this time
what the value is of a barrel of
oil after having been manufactured
—that is to say, you take gasoline,
take paraffin and all other by-pro-
ducts; you could not tell?

A. No, sir, except I can say that
the value—

Q. What?

A. The value in those crudes, in
the products, is less than the average
cost of the erude in Texas today, be-
cause the general average is being
produced and marketed at a loss.

Q. The thing I was getting at 1
assume from the questions you ans-
wered this morning that you are not
familiar with the chemical analysis
——vou could not give us how much
kerosene, how much gasoline, and
so forth it would be?

A. Not with accuracy.

Senator Martin: That's all.

Senator Poage: Mr. Chairman.

The Chairman: Senator Poage.

Questions by Senator Poage.

Q. I want to clear up one thing
that I didn't get very clear this
morning. You stated this morning
in your explanation, before the ex-
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amination had started, that this price
cutt.ng began sometime last year
up in the Panhandle, that is, men
began to sell under the posted price
up there—that was the first place
{t became noticeable, the selling of
oil at less than the posted price.
Is that right? )

A. In Oklahoma and the Panhandle
were the first places where that
happened, in quantities that really
affected the price conditions.

Q. Affected the market?

A. Yes, sir. .

Q. Are those places where there
were pipe line connections at that
time?

A. Yes, sir.

Q. At those places is where the
price cutting activities started?

A. Yes, sir. ’

Q. Then, the thing I do not un-
derstand is how these people came
to sell their oil at less than the
posted price if there were posted
pricet and you and the other com-
panies were taking all the oil and
they had pipe line connection,
couldn’t they sell at the posted price?

A. They were producing more
than the allowable and more than
the purchasing companies could take.

Q. They were producing more
than they could sell at the posted
price? :

A. Yes, sir,

Q. Then, I understand that. Now,
as to the present prices in North
Texas, I belleve that the Texas Com-
pany raised the price a day or two
ago in North Texas and part of
Oklahoma?

A. Yes, sir.

Q. Northwestern Texas. And the
Continental raised it two or three
days before that?

A. Yes, sir.

Q. The Continental is a standard
subsidiary, isn’t it?

A. The Continental 0Oil Company
was, but the Continental Company
today is a combination of the Mar-
land Oil Company, which was not a
Standard Company. That is a new
development and the Old Continental
which was a marketing subsidiary
of the original Jersey group, and
some other acquisitions which con-
stitute today the Continental Oil
Company, they took in the Mutual
01l Company in Wyoming and Colo-
rado.

Q. Their headquarters are at
Denver?

A. No, sir, Ponca City, but the

Continental did have their head-
quarters at Denver.
Q. They are now in Oklahoma?
A. The headquarters of this con-

solidation are in Ponca City.

Q. Now, as to the price in North
Texas, I believe you stated this
morning you felt the people of North
Texas should get a better price for
their oil when they have tried to
obey the orders of the Commission
than where people have made no ef-
fort to obey the orders of the Com-
mision. That is right, isn't it?

A. I feel that, yes, sir,

Q. I think that is & laudable way
to feel about it, but isn't this thing
true, Mr. Holmes, isn’t there a much
larger per cent of that North Texas
0il refined by Independent Refiners
than of the East Texas Qil?

A. I don’'t know about that. There
is a large quantity of East Texas
Oil going to refineries all around,
over into Louisiana, Arkansas, down
in New Orleans, throughout Texas,
and some I understand has gone as
far as St. Louis, it is just going in
all direetions so I couldn’t tell you
with any degree of accuracy the per-
centage that is going into the so
called Independent Refineries.

Q. There are quite a number of
Independent Refiners in and around
Wichita Falls, are there not?

A. Yes, sir.

Q. They use a relatively high per-
centage of local oil?

A. TYes, sir.

Q. As a matter of fact how much
oil does your company buy from that
territory? I don’t mean in barrels,
but do you buy large quantities or
are you a small buyer up there?

A. Well, I don’t know. I should
think that North Central Texas
and the Panhandle section, possibly
15000 barrel a day.

Q. You don’t have any refineries

pUD there, do you?

A. We have a refinery at Ama-
rillo and one at Dallas.

Q. You have none at Wichita
Falls?

A. No.

Q. Mr. Holmes, what I am getting
at is this: Several days ago before
this new posted price went up I no-
ticed in the newspapers the North
Texas Refineries said they were not
able to buy enough oil to run their
local refineries around Wichita Falls.
Do you know whether that is true,
or not?
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A. There has been a decrease in
production, some wells have been
shut in and reduced voluntarily, and
I believe that is the condition, it
they have been short of oil.

Q. 1If it were possible for the ma-
jor companies to raise the price of
0il that those Wichita Falls and
North Texas and independent refin-
ers would have to pay for their crude
oil, it would work a much greater
hardship on those independents than
on the major companies, would it
not?

A. T doubt that it would because
this has been the condition over a
period of years, when we have had
conditions in production where there
was just enough, or not an excess
supply, and the market conditions
have been enough better so that the
small refineries, even when they paid
a premium, have been in better con-
dition than today when they buy oil
even under the market.

Q. But if you raise the price of
oil in the North Texas area and do
not raise it in East Texas, you are
in position of being able to manufac-
facture gasoline out of ten cent oil
from East Texas, whereas the local
independent refiners at Wichita Falls
had to pay forty cents for the oil out
of which they manufacture their gas-
oline?

A. That may be the condition,
but I am sure you recognize that
the increase in price is certainly not
for that purpose.

Q. I am not charging that it is,
but it does have that effect,

A. And we at the same time put
courselves to this same disadvantage,
that when we are paying these prices
in Oklahoma, North Texas, and some
other refineries are getting their en-
tire supply at ten or fifteen cents and
meeting us in competition. We have
the same problem they have.

Q. I recognize that, but you only
get about 15,000 barrels of oil of that
high-priced oil?

A. We are large buyers in Okla-
homa, West Texas, all over.

Q. How do Yyour purchases in
West Texas and Oklahoma compare
with your East Texas purchases, Mr.
Holmes?

A. Well, they are greater.

Q. The sum total of them?

A. Yes, sir.

Q. The sum total of the forty-
cent oil you are buying in Texas and
Oklahoma is considerably greater

than the sum total of ten and fifteen-
cent oil you are buying?

A. Yes, sir.

Q. Is that true of all the major
companies?.

A, Well, I don't know, but I think
oin the average it would be true, yes,
gir.

Q. Could that be said to be true
of the Humble Company?

A. I don't know about them.

Q. Are they paying forty cents
for West Texas oil?

A. "No, I understand they are not.
I have had no advice of any change
gince their last price announcement.

Q. But it does have the effect of
making gascline higher, making the
cost of crude oil higher to the in-
dependent refinery in North Texas
who has no opportunity to offset that
from the purchase of the cheaper
East Texas oil, does it not?

A. Yes, sir.

Q. That is, those people up thers
can’'t buy this East Texas oil like you
can because they can't afford to ship
it to Wichita Falls.

A. It is true that they have to
pay the charges. ‘

Q. Do you know about what the
charges are from East Texas to Wich-
ita Fallg?

A. Freight charges?

Q. Yes, sir, that is the only way
they can get it.

A. No, sir, I don't know.

Q. It will run at least thirty
cents?

A. Yes, sir, I think in excess of
that.

Q. In other words, they can as
cheaply buy that local oil at forty
cents a barrel as they could to ship
East Texas oil and buy it at ten and
fifteen cents and pay the charges?

A. Yes, sir.

Q. Regardless of the purpose of
this increase, it has the effect of
working a hardship on those inde-
pendent refiners, doesn’'t it, that is
as compared with the men who are
buying the East Texas ofl?

A. It does, unless their particu-
lar territory—. If they are confining
their marketing activities to that ter-
ritory they are on par with others in
that territory. If they are shipping
outside where they are competing
with East Texas oil, I would say yes,
they are subject to some disadvan-
tage on account of that.

Q. And the concern which has
production, pipe line facilities and
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refineries scattered all over the coun-
try has an advantage,—has an op-
portunity to meet them on a very
disadvantageous plane, doesn't 1it?
In other words, you have a big ad-
vantage by having your properties
scattered all over the country, and
so does any concern that has its prop-
erty so scattered? :

A, Well, we haven't any advan-
tage over the man in the vicinity of
Wichita Falls and North Texas, over
the man who gets his production
there and markets it there, We have
an advantage over that man it he at-
tempts to ship, we will say, into dis-
tant territory where we either have
prodnction or are buying ofl cheaper
than he can buy it where he i3 lo-
cated. When he gets out of his ter-
ritory, yes, sir, we have an advan-
tage.

Q. Now, how does your company
manage to sell in Wichita Falls in
competition with those local refin-
eries, Mr. Holmes? You reflne at
Dallas and Amarillo?

A. Yes, sir,

Q. Do you ship from Dallas and
Amarillo back into Wichita Falls
your refined gasoline?

A. Yes, I don't know which point
we ship from, but we would ship from
one or the other.

Q. You ship from one or the
other?

A. Yes, sir.

Q. Does your combany ever have
gasoline produeced on contracts by
the independent refineries under your
specification at local point for local
Baleg?

A, Very seldom. There have
been very few instances. We buy
gasoline now and then. We bought
some this year, a considerable quan-
tity.

Q. There was a time when you
had quite a bit of gasoline made in
Wichita Falls, didn’t you, for the?
Texas Company by independent re-
finers®?

A. 1 don't remember of that.

Q. About five or six years ago?

A, I think we bought for export
possibly, but I don't know that we
bought any,—] am sure we haven't
bought any for local distribution.

Q. Now, when you ship from
either Amarillo or Dallas into the
Wichita Falls area your freight rate
is so high that it leaves you at a dis-

advantage with the local man, does
it not?

A. Of course, that applies both
ways. Now, if he markets at a rea-
sonable price, with -a reasonable
profit to him and we go in there we
will make less money than at the
point of shipment. Now, in Dallas,
we would have an advantage over
him. We would not cut our price in
Dallas because we have got an ad-
vantage over him, we would try and
make a little more money in Dallas
to save that difference in freight and
reach his territory. If he came to
our territory, it would be the same
way. We naturally make more
money in one place than in another,
depending on the freight rate here
and there, but as I say, he is not at
a disadvantage if his capacity does
not necessitate him shipping beyond
the limit of his reasonable freight
territory.

Q. Now, you testified, I believe,
that you thought there was a place
for the independent operator in the
field of production. That is right,
isn’'t it?

A, Yes, sir.

Q. Do you think there is a2 proper
place in the scheme of the oil set up
in the United States by the inde-
pendent refinery, the refiner who is
just in the refining business and
nothing else?

A. 1 don’t see any reason why
there is not. It is true in every in-
dustry, there are large and small ac-
tivities. And I would like to make
an observation right there.

Q. Go right ahead, I want infor-
mation.

A. Those who have succeeded in
small operation as a rule are those
who pursue fair, equitable market
practices. When they do, they do
not throw away the natural advan-
tages they have in their locallty, and
they do not break down the entire
price structure. 'Those who suffer
are those who seem to think the only
way to get a market is to undersell
someone else. That is the easiest
thing in the world for anyone to do
and it naturally results in other peo-
ple meeting them; it can’t be other-
wige. But, there is a place in every
industry for any size, so long as it
is carefully conducted, whether pro-
ducing, marketing or manufacturing,
or whatever it may be. There is no
disposition, so far as I have seen any-
where,—there isn’'t on our part, I
know, to feel that there is no place
for small operators. We started here
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in a small way, made our beginning
here, and our sympathies have al-
ways been with the small fellow, if
he is all right, in any line.

Q. Now, I know that your com-
pany probably does not buy as much
gasoline as some of the others, in
fact, I like to believe it is all manu-
factured under your specifications be-
cause I usually use it myself, but do
you know the major companies as a
whole make a practice of buying an
appreciable percentage of their gas-
oline from independent refiners?

A. No, I do not think that is the
general practice. The smaller refin-
ers as a rule have their larger outlet
through jobbers, of which there are
a great many. That is probably in
the hundreds in every state, so-called
jobbers who have their bulk stations,
and some distribution. The smaller
refiners as a rule are tank car sell-
ers. We are not tank car sellers.
We sell practically all of our oil in
this country through retail stations,
—our gasoline. We have no tank car
business at all except it may be some
large consumer, like a tire company,
or some one who has their own dis-
tribution, but the smaller refiners as
a rule are tank car sellers,

Q. Well, do you know how far
the practice has gone among the
major companies, and again I don't
think it applies to your company
as forcefully as it does to some
others, of swapping gasoline between
themselves?

A. Well, I think that may be
practiced in a degree, but 1 think it
is a small degree. I think it would
be all right, if they wanted to do it;
but I don’t think it is a general prac-
tice.

Q. I don't charge there is any-
thing wrong with it.

A. But I am sure it is not a gen-
eral practice. There are, no doubt,
instances of that kind.

Q. Now, Mr. Holmes, your com-
pany does own some foreign oil re-
sources, I understand?

A. We have, 1 think, something
like two million acres of land in
Columbia and Venezuela, but we
have not developed production on
that acreage.

Q. You are not producing any
foreign oil at this time?

A. Only a small amount of Mexi-
can oil.

Q. Are you familiar with the
forms of contracts usually used in

Venezuela and Columbia—drilling
contracts?

A. No, I am not.

Q. What I want to find out is
information, and not tp tangle you
up, but T have heard it charged that
most of these Venezuela and Colum-
bian contracts are operated on con-
cessions from the government, and
that those concessions are ordinarily
for a limited number of years; do
you know whether that is true or
not?

A. I don’'t know that definitely.
I have understood, I may be out of
order inm putting into the record
rumors, I have not definite koowl-
edge, but I have understood that
has applied; but whether that is a
general practice, 1 do not know.

Q. It does not apply to your
holdings?

A. No; it does not.

Q. In other words, you own those
under either fee ownership or lease
as in the United States, and can de-
velop them whenever you see {it?

A, Yes.

Q. It has been generally stated
as rumor, as you have stated to me,
that a number of these larger com-
ings under contracts with foreign
panies did hold these foreign hold-
governments that would compel them
to develop their leases within a cer-
tain period of time, and if they did
not develop them within that period
of time, they would divert to the
government?

A. I think that is possible,

Q. That would be an incentive
for such companies helding such con-
cessions to develop their foreign re-
sources before they would develop
their American resources; isn't that
true?

A. Well, of course, if they have
that sort of concession, they are
under the mnecessity of developing
it.

Q. And in that case, if they have
such a concession as that, it would
be better for them to develop that
foreign resource and import the oil,
even though the actual cost of such
production was higher than the
actual cost of ¢il in the United
States?

A. That is possible, vyes.

Q. Now, what I am trying to find
out, and if you can tell us who can
give us that information, I want him
here, do you know who could. give
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us such information as to whether
that condition exists or not?

A. I shounld think that probably
anyone of the people who are pro-
dueing in Columbia or Venezuela
could.

Q. Who are those people?

A. The Standard Qil Company of
New Jersey, the Gulf, the Standard
Qil Company of Indiana, or the Pan-
American, or the Shell, all are pro-
ducers in those twe countries, and
ne doubt, those people, who are
actually producing in a large way,
are fairly familiar with the details
of the concessions and contracts that
exist. I have not gone into that, be-
cause we have not gotten to the
producing point, and it has been
handled by our geologists and lease
people, and has never come up for
my consideration, the details of the
-operation.

Q. I don’'t feel it is hardly fair
for you to answer questions con-
cerning things you don’t know any-
thing about, but it is also rumored
that there are contracts now out-
standing in the United States with
certain importing companies, to be
filled with foreign oil; that is, they
have sold so much foreign oil to be
delivered in the United States?

A. I know of none; and the only
one I have heard of, I haven’'t actual
knowledge of it, but I understood
the American Oil Company of Balti-
more have a contract with the Pan-
American for a supply of Venezu-
elan gasoline,

Q. Where is that gasoline re-
fined, in Venezuela?

A. It is Venezuelan crude, but as
I understand that is from this island
I spoke of.

Q. It comes into the United States
in the form of gasoline, does it?

A. I think supplying gasoline
alone is their contract. 1

Q. Do you know what that for
eign gasoline sells for laid down in
the United States?

A. Under contract?

Q. Yes.

A. No, sir; I don’t.

Q. It was reported in the press
some weeks ago that there was a
shipment of Russian gasoline sold
in Baltimore for three cents a gal-
lon?

A. T heard of it, but was unable
to verify it. I never found anyone
who knew anything about it. It
was reported also that a cargo had

been sold in Chicago, but I think
that is not ‘true either.

Q. Can gasoline be produced in
Texas at three cents a gallon with
ten cent oil?

A. I should think it is possible,
¥es, with ten cent oil you might
right there in Bast Texas make gaso-
line for three cents. That depends
largely upon what you get for the
other products df the crude.

Q. You have a large plant at
Port Arthur?

A, Yaes.

Q. Can you produce it at Port
Arthur for three cents?

A. No.

Q. 7You can produce it for about
four cents, can you not?

A, Well, I would not like to say.
because that is being too defimite, I
should think in the neighborhood of
that, or a little more, if you got
your crude there for team cents, you
might do it; but that would be a lit-
tle low, I think.

Q. Mr. Holmes, about what does
Your company get for gasoline now
under the present prices? I under-
stood the company lost money on
the refining operations last year,
and that most of the companies did.
I believe you said the independents
were about the only ones making
any money on that? ’

A. I said I thought these inde-
pendent filling stations—

Q. I beg your pardon.

A. Where they get a margin, re-
gardless of price. I think they are
about the only ones having g secure
return.

Q.. With gasoline retailing at
twelve cents in Austin, Texas, can
Your company manufacture gasoline,
with the present price of oil, so that
it can retail at twelve cents in Aus-
tin?

A. I do not know; but I do know
this, and 1 stated it over in the
House: We have a refinery at Dal-
las, one at Amarillo, one at San An-
tonio, and one at El Paso. Those
refineries manufacture and distridh-
ute very largely in Texas., We ship
very little out of Port Arthur for
Texas consumption. Those refineries
for the first five months of this year
lost us over two million dollars in
Texas.

Q. Which would indicate that
the price you were receiving for
gasoline was less than the cost of
production unless that loss be oc-
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casioned by your filling station oper-
ators?

A. Well, that is a part of the
cost of distribution; whether margin
to distributors, or cost of operat-
ing your stations, that is part of
the cost of distribution.

Q. But the loss might he in the
distribution, rather than in the man-
ufacturing. You might be able to
manufacture gasoline, and manufact-
ure so that under the present market
that you can sell it at the cost of
production to ¥nu, but still lose
money pn the distribution, could
vou not?

A. Yes; but the whelesale prices
of gasoline all this year have been
below what would be our cost of
manufacturing.

Q. Now, we had a man on the
stand yvesterday who purported to be
an expert in production of oil, and
he figured it out that the manufact-
urer is only getting about one and a
half cents per gallon for gasoline at
the present time and the present
price of retail gasoline. Do you
think that is approximately accur-
ate?

A. 1 understand it is being sold
for that in East Texas at some of
thuse refineries, though in Mid-Con-
tinent it is selling a little higher
than that now.

Q. What we are trying to get at
is whether gasoline is down at a
price commensurate or proportionate
with the reduction that has taken
place in the price of crude oil, and
we have been told it was, that gaso-
line has gone down to the same pro-
portionate low level as crude oil has
gone?

A. 1 think it has gone below it.

Q. You think it has gone below
it?

A. Yes, sir.

Q. To the man that is chopping
cotton that Senator DeBerry was
talking about here to-day, he states
he don't see that it has gone below.
He is paying twelve to fourteen
cents for that gasoline now, and
erude oil at ten cents a barrel, and
a yvear ago he was paying eighteen
to twenty-one cents for that gaso-
line and crude oil at that time was
a dollar and a half a barrel.

A. Let me explain that.

Q. Yes, sir, I would like for
you too.

A. The only difference in the cost,
the only appreciable difference now
and at that time, with one dollar

and forty cents crude, or whatever
he said it was, Is the difference in
the cost of that crude. Now your
labor, your chemicals, your mainten-
ance, your depreciation, your over-
head, everything is the same, that
doesn't go down with the cost of
crude. You have all of your cost
except just the difference in the
cost of that erude oil to carry, your
marketing cost is just as much, is
more to-day because of the increas-
ing number of stations, your thin-
ner distribution, your actual gallon-
age cost is more than it was when
the price was better. I would like
to quote another figure.

Q. Yes, I am wanting informa-
tion.

A. I have a chart here—I have
written two or three articles on this
conservation question. In February
1 sent a copy of this out to the
members of your Legislature, I sup-
pose you get s0 many papers you
threw it in the waste basket, but this
chart was ip that article I sent out.
The average filling station price of
gasoline for the years 1921 to 1928,
and that inciudes the 1921 depres-
sion, the average filling station price
thooughout the United States for
those nine years was twenty-one and
nine-tenths cents, inclusive of state
taxes. The price today iz twelve and
forty-four one hundreds cents
throughout the United States.

Q. That is inclusive of the tax?

A. Yes. The tax since 1921, has
gone from .02 cents average in the
United States, it has gone now un-
til it is just a fraction over 4 cents,
a gallon throughout the United
States. Your gasoline including tax
today averages about sixteen and for-
ty-nine hundred «cents a gallon
throughout the TUnited States as
against—well, that average back in
1921, it was about twenty-three
cents, including the taxes. It is now,
including the taxes, sixteen and for-
ty-nine hundredths cents, that is in-
cluding a four cents average through-
out the United States. That iz a
decline of about eleven cents to
the manufacturer, which is a pretty
gserious decline. The crude price
however is down at this time, that is
until the recent cut a few days ago,
that was figured at forty-one and
gixty-nine hundredths cents, but
when you take into account that the
only difference is just that difference
in the crude, the others do mnot
change, the cost of gaso!iqe has
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gone down away out of proportion
to the cost of the crude.

Q. You haven't got in the amount
that you allowed the retail distrib-
utor for handling the gasoline?

A. We have been endeavoring o
change that margin, because in
places it got as high as seven cents,
that is in some states where the gas-
oline net became less than nothing.

Q. It has been about three cents
in Texas, has it not?

A. I think that is about the fig-
ure now, yes.

Q. I had been told by some of
these operators, at least it has been
repeated to me, that in some cases
that margin has been cut to two
cents recently, do you know whether
that is true or not?

A. No, I do not. ’

Q. And on about sixty per cent
of your gasoline in Texas you do not
pay that margin, you simply pay the
cost of filling station operation di-
rYectly handled it yourself?

A. That is right.

Q. It is only in those cases where
you sell to independent filling sta-
tion operators where you pay that
percentage?

A, Yes, sir.

Q. And in those "cases you also
paid a wholesale distributor, or do
you job it direct?

A. No, as a rule we deliver it to
his station in our tank trucks.

Q. And that operation cost you
about two cents?

A. Well, I don't know just what
that is, it varies with volume in
different distriets. What we call
our station costs are the costs of
operating those bulk stations and
trucking the gasoline out to our own
stations but I do not have that fig-
ure, but most of the deliveries are
made by truck to the filling station.

Q. I was trying to get at the
fixed cost of operating filling sta®
tions. Those costs will run around
two or three cents, whether you are
selling to the Alling station or
whether you are operating it your-
self?

A. It will very often run more
than that. We have some stations
where the gallonage is so smal] it
will run above that.

Q. It will rup about three?

A. I have seen it run as high as
eight.

Q. It don’t average that?

A. No, sir. ‘

Q. The average cost won't exceed
three cents?

A. With a fair volume three cents
should cover the cost of dishing out
that gasoline, that is operating that
station.

Q. And two cents should cover
Your cost of delivering from your
bulk station to the filling stations?

A. Well I don’t think I have
those figures well enough in mind
to say exactly. I could get you that
if it is of importance.

Q. No, I just wanted to try to
figure out those fixed costs.

A. Well, they are not fixed, they
vary with the volume.

Q. But they are fixed so far as
the price of crude oil is econcerned?

A. Yes, sir. ’

Q. That is, the variation of the
price of crude has no bearing?

A. No, sir, none whatever.

Q. Neither would the variation
of the price of crude have anything
to do with the overhead from your
refinery to Texas common points,
which somebody testified was about
two and a half cents on an average,
do you know whether that is right?

A, There has been some adjust-
ment in freight rates in Texas in
the last year or two and I am not
familiar with what the freight rates
are.

Senator Parrish: Mr. Chairman,
I would like to ask the witness a
few questions.

The Chairman: All right,
may proceed, Mr. Parrish,

Questions by Senator Parrish._

Q. I would like to ask you just
a few questions. About what is the
total production in Texas as a whole?

A, I am going to have to approx-
imate that.

Q. Yes, I understand.

A. I think it is possibly a little
over nine hundred thousand barrels.

Q. If you know about what
would be the consumption by the
people of Texas per day of this oil
based on the gasoline and lube, and
different products? .

A. What would be the consump-
tion?

Q. Yes, in other words about
what per cent of the oil, the total
production, does Texas consume? .

A. I will have to figure that for
you,

Senator Woodward: Mr. Chair-
man, while Mr. Holmes is figuring

you
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that out I would like to state that
Senator Loy is very anxious to have
that bill signed, and I move that the
Committee stand at ease for two
minutes. 1 believe the record should
show, Mr. Chairman, that the Com-
mittee is at ease while you are doing
that.

Mr. Chairman: Yes, that is right.
Let the record show that the commit-
tee was adjourned for two minutes.

A. I understand the question is
about what percentage the produc-
tion — — —

Q. Yes, just approximately what
per cent of the oil produced in Texas
is consumed by Texas people?

A, It takes about thirteen per
cent, just roughly calculating, of the
crude produced in Texas to supply
Texas with its gasoline.

Q. And lube?

A. That is hard to determine, I
would say about the same,

Q. In other words, thirteen per
cent of the Texas production is con-
sumed in Texas?

A. Yes, sir, roughly.

Q. Now another question, what is
the difference in export and im-
ports of this nation?

A. I believe the exports, I am
testifving from memory, but I believe
the exports of gasoline are about
three times the imports of gasoline,
and the gasoline contents of the
crude that is imported.

Q. You mean of the imports of
the crude oil?

A, 1 am defining that by the im-
port of gasoline. Both the finisherl
gasoline and the gasoline contents of
the crude amounts to about one-
third of the exports of the gasoline
from the country.

Q. If it is based on the proposi-
tion of the one-third of the crude,
what would be the difference in your
judgment of the exports and im-
ports?

A. I can give you that exact fig-
ure

Q. Well just approximately?

A. Let me give it to you, please.
The imports of crude for the first
five months of this year were twenty-
one million five hundred and thirty-
one thousand barrels. The exports
of crude were nine million three
hundred and five thousand barrels.
I do not have here the exports and
imports of gasoline, I do not have
those figures.

Q. Well, the question I am get-

ting at, I have heard it both ways;
if it was all based on raw products,
do we import or export more?

A. We do both, but we export
more than we import.

Q. Well that is the point I want.
How much is this nation producing
now, more than it is consuming of
the raw products, how much more
are we producing than we are con-
suming?

A, Well, 1 think very little, just
little more than we are consuming,
or it may be slightly less because we
are drawing some from our storage
just now.

Q. Has the consumption of gas-
oline, and oil in its crude form, and
finished products been increasing or

decreasing in the last eighteen
months in this nation?
A. Unfortunately I have not

those stock figures, I do know this
however that the gasoline has been
reduced somewhat, so several million
barrels in the last year, I should say
seven or eight miliion barrels.

Q. Well the point I was trying
to get at, in this time of depression,
1 just wondered if the consumption
of oil of various kinds, lube and gas-
oline and so on, has fallen off in
this country?

A. That question I can answer.
The gasoline sales in this country
in 1930 were approximately what
they were in 1929, They started off
in the early part of 1930 running
considerably above the same period in
1929, but they ended the year with
approximately the same consumption
we had in 1929. Now this year the
total consumption in the United
States is running down one or two
per cent under the consumption of
the same period last year.

Q. Now how about the produc-
tion for thig same period?

A. That has been slightly less
because stocks, as I say, the stocks
in the last vear have been reduced
some seven or eight million barrels,
I think close to that, from fifty mil-
lion barrels down to about seven Or
eight million barrels.

Q. About how much oil is in stor-
age now, Mr. Holmes—do you hap-
pen to know?

A. Crude oil?

Q. Just approximately.

A. Yes, I think I can give you the
stocks of crude oil (witness examines
papers) on hand at the end of the
year—that is, at the beginning of this
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year—crude oil was 512
thousand barrels.

Q. Now is the stock increasing un-
der this cheap oil—is storage increas-
ing?

A. I don’t know that, because—I
have a figure here that might give a
little indication. Stocks east of Cali-
fornia have gone down a little; they
have gone down from 385 million bar-
rels on the first of June last year to
354 million the first of this year,.

Q. About how much oil is your
company importing?

A. Importing? It is a small
amount. I think that it is less than
a million barrels. It is Mexican crude
brought in for asphalt manufacture.

Q. Is that a million a day?

A. Million a  year—somewhere
around that.

Q. Now, if we were to pass a pro-
ration law or a conservation law,
what do you think other states that
produce oil—would they foliow or
have they followed?

A. Well, they have already follow-

ed. Their laws apparently in Okla-
homa and California give them just
a little more control than you have
here. They are very glad, I am very
sure, from what we know, to have
your cooperation and do more if we
can.
. Q. Now, with most of the products
supply and demand seem to govern;
it does not do that so much in oil,
does it, Mr. Holmes?

A. There i{s one condition in oil
which does not apply to any of the
others and that is very vital in this
issue. Im coal or in wheat or in cot-
ton, if you do not want to produce,
you are not compelled to do so, but
in oil, regardless of how reluctant you
may be to produce oil, if your neigh-
bor wishes to, you are foreced to, or
lose your property. So there is a con-
dition that warrants some sort of con-
trol, because you are forced to dis®
pose of your property regardiess of
value and regardless of your will, un-
less you are willlng to lose it. So
you have that condition that gives
reason for consideration of staying
the ravages of the rule of supply and
demand that you may not have in
any such force as you have in oil.

Q. Now, Mr. Holmes, there is one
question I don't understand, and that
is why with cheap crude the price
of lubricating ofl remains as it was
when crude was high.

A. ‘I can give you two reasons that
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satisfy me. The first is that we are
making every effort we can to make
some money out of any or some
branch or other of the business: that
is one reason. The second reason is
that in just the very last few years
and very recently there has been a
very marked change in the character
of oil required to lubricate these high-
er speed, high temperature engines,
and they have gone fo very large vis-
cosities—that is, very much higher
body, so that the crude you run is
very materially reduced. That has
increased the expense of the oil, and
then the dewaxing and removal of the
carbon and all that is an expense.
Those are two reasons. Another ef-
fect is that the lower oil has not only
reduced the capacity, but it has re-
quired additional facilities to produce
the requirements of lubricating oils,
although with these higher body oils
there is less oil consumed. There are
those three influences that have af-
fected the conditions that have not
brought the price of lubricating oil
down as it has gasoline.

Mr. Holmes, do you mean by
that that the lubricating oil that goes
in my automobile lasts longer on each
quart or gallon, and there is greater
value to me, than there was three
years ago.

A. Yes—yes, sir.

Q. I don’t agree with you on that.

A, Well, you had better change
your lubricating oil.

Q. ‘I have tried all of them and it
is about the same.

Senator Woodward: Probably he
had better try The Texas Company
labricating oil.

A. Yes, he ought to do that.

Q. Now, Mr. Holmes, can you tell
me when you buy a barrel of oil—say
in the Hast Texas field you buy a bar-
rel of oil—can you take it the way
you handle it and bring it on down
and tell me what you would finally
get from the consumer when you re-
tail that barrel out—in other words,
about what a barrel of oil that vou
buy at thirty or forty cents produces
when you have finally retailed it out
through your stations — about what
does that bring you, that barrel of
0il? Now, I am not talking about the
net.

A. The gross?

Q. The gross.

A. T would have to do some figur-
ing and look up records. I can not
just state the percentage. I know in
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a general way what we get for gaso-
line.

Q. Well, when you get a barrel of
fuel oil over there, if you want to get
“lube’ out of it, how many gallons of
lubricating oil could you get out of
it if you want to get all the ‘lube”
possible.

A. Well, I would think that—of
course, there are only parts of crude
that we run—certain crudes that will
produce lubricating o0il of merchant-
able quality. But to take the average
of the crudes, we get less than two
per cent of lubricating oil from the
crudes we run. So we get two per
cent. Now, on the gasoline with our
cracking process we average better
than fifty per cent gasoline.

Q. Well, now we will take a bar-
of “lube” in East Texas—a barrel of
crude oil; how much “lube” ecan you
get out of that barrel at the best?

A. We have never made any from
East Texas and I would not call it
very satisfactory for lubricating ofl.

Q. Well, how about generally in
Texas?

A. Possibly five per cent.

Q. You don’'t mean that five per
cent is all that can be gotten out of a
barrel in Texas?

A. On the average, ves, sir—mer-
chantable lubricating oil.

Q. Well, there is s0o much contrast
between your statement and those of
others—

A. Well, I am afraid I am guessing
at it.

Q. Well, ab,ut how much would
you get out of a barrel of oil when
you finish it to get all the money pos-
sible out of it at retail prices in those
stations.

A. On those grades you speak of
in Bast Texas and North Texas we
would get 65 to 68 per cent gasoline;
we would possibly get 7 per cent kero-
sene; say that is 73. We would have
a loss of about 5—would be 78. We
would have—say, we had 5 per cent.
The lubricating oil would be 83.
There would be a considerable fuel
oil fraction. say 10 per cent; that
would be 93. Have I accounted for
the loss?

Senator Martin: Yes, sir.

A. Five per cent.

Q. Waell, is that all?

A, The way they would run in
East Texas in some of the so-called
stripper plants, they would probably
get 30 per cent of what we call 400
end point gasoline and probably 32 or

33 per cent of Navy specification.
They are selling that gasoline as low
as a cent and a half a gallon and some
fuel oil at fifteen cents a barrel. So
their run on that sort of operation
would be, say, 30 per cent; that
would be twelve and six-tenths. We
would be realizing on that around
45 or 46 cents a barrel.

Q. In other words, the “lube” that
you bhuy, all that you get out of it is
46 cents a barrel?

A. No, I was talking about the
East Texas stripping operation where
they sell gasoline and luel oil. On
the lubricating oil that we sell we
would possibly, we might average
15 cents. Now, that I don't remem-
ber.

Q. But you get only 2 per cent
on forty, it would be eight-one-hun-
dreths of a gallon?

A, Yes. Well, that would be a
million 800 thousand barrels a year
on our six million of erude.

Q. Well, now Mr. Holmes, this
next question, I don't know any-
thing about it. I just see over there
that you have what you call a posted
price; you put up today, say a
posted price on cil in certain fields.
What do you mean by that posted
price?

A. When we put up a posted
price, we post in our field offices
and in our purchasing offices the
price which we offer to pay for
crude: that is what we mean by
posting; that is the typewritten
posted announcement of our price.

Q. That price is to the world that
you are paying that price for crude?

A. That is the price until it is
changed, yes. .

Q. All right, what determines
that price, Mr. Holmes?

A. Well, we determine it. The
factors that influence it are com-
petitive conditions, the questions as
to whether you are getting as much
oil as you want, at the prices you
are paying, or more, and to some
extent the posting of others, what
they are paying for oil.

Q. That is the point I want to
get at. If the Humble Company
posted a price today of 60 cents, is
it the custom of the Texas Company
and the others to quote the same
price?

A, Generally that has been the
results. If conditions are such that
they are warranted in paying sixty
cents we are in the same line of busi-
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ness and those same conditions will
in all probability warrant our paying
it. It is a competitive condition and
we can pay as much as they do; we
are not willing to pay any more, or-
dinarily, but that does have a very
material bearing.

Q. The point I am getting at Mr.
Holmes, is, in the market in other
commodities that custom does not
seem to exist.

A. They may not post but I will
warrant if a cotton buyer out here
after cotton posts a price, or he is
buying for 9.8 cents, if you are buy-
ing you will not buy it for 8.8 cents
or nine cents, so the result is ap-
proximately the same.

Q. Well, in cotton, of course a

man might be paying this morning
one price and in an hour's time a
half cent less, or a cent more. How
long do those posted prices last?
- A, They always last for some
period. 1 would say that very sel-
dom they do not last thirty days,
sometimes longer,

Q. In other words, you would
post a certain price this morning and
then some time today the Humble
Company and the other companies
would all post the same price and
then they stay there? That is not
competition, is it?

A, : Yes, sir, it is.

Q. How could that be?

A. The fact that the Magnolia
did not follow this truck is evidence
of competition. They kept their
price, they didn't lower their price.
They were willing to pay apparently
the previous price. They have not
changed it.

Q. Then how can you buy any oil
at a lower price than the Magnolia,
if they are paying this higher price?

A. We wouldn’t if we continued
at the lower price. The people we
are connected to have learnmed that
ordinarily we are willing to pay as)
much as any one else. We have lost
some connections, people who began
to believe we just were not going to
pay any more and they have gone to
others. Now, we 'are connected up
to certain properties from whom we
have taken oil year in and year out,
and sometimes they go to others,
but they depend on us and we are
willing to pay what the others pay.
If we do not, and we stay under
a little while then it is to their own
interest that they go to others. That

&

constitutes competition.

Q. Is there any conference or
discussion about the price between
the different oil companies and buy-
ers or purchasers of oil?

A. No, sir, there is not. If you
mean conferences that resuit in any
understanding or agreement or ad-
vice from one to  -the other as to
what he is going to do, no, sir.

Q.- But they just, when one posts
a price, the others just accidentally
get the same price up there?

A. That is like the retail price
of gasoline. If we raise our price
of gasoline today, conditions war-
ranted that increase and there is
not so much underselling by Tom,
Dick and Harry, that it can not be
maintained without a loss of busi-
ness, the chances are the others are
just as anxious as we are to get a
better price and they will follow. On
the other hand if we cut the price,
or someone else cuts it, and we don't
follow, people drive into the station
that sells at the lowest price and in
order to protect our business we are
obliged to follow. If we didn’t fol-
low quickly both ways the business
would flow from one to the other all
the time, they would just be going
back and forth.

Q. From what source do you get
the information that the other man
has made a reduction?

A. When they make their posting
in order that all their connections
may know it, they usually put it in
the papers. In New York we get it.
If someone in Oklahoma changes the
price our manager in Tulsa office
will wire both Houston and me in
New York that there has been a
change in price. They do that im-
mediately. Of course, that is known
immediately because when you are
connected to'a man’s property and
have a posted price that in effect by
custom is a contract to take his oil
at that price as long as you run it.
If you run his ¢il and you post a
price you are under obligation to
pay that price until you change the
price, so there is an official notice
and I think whether by custom, or
some other reason, anyway it is a
general practice and an an obliga-
tion.

Q. Now, on this posted price, Mr.
Holmes, when you post that price
you.mean by that that you will take
any man’s oil at that price, do you,
or do you just have certain custom-
ers that you take their oil?
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A. When we post a price we will
take as much as we can up to our
caparity to buy, or our capacity to
transport, whatever it may be, yes,
Sir,

Q. While that is posted de you
ever buy lube at a smaller price,
crude at a less price?

A. No, sir, we do not. We do
not even contract except in East
Texas. That is the only exception
I know of. Once in a while we have
in years gone by when people of-
fered us oil in tanks, that is, maybe
a million barrels in tanks, we bought
¢il then other than at a posted prico.
We would buy a lot of oil in tanks,
or a tank farm entirely, but that
has been a matter of negotiations
and contract apart from the posted
price.

Q. In other words, you would
have your posted price and be pay-
ing that to some but vyou might make
a contract with some others at a
lower price?

A. No, sir, not from producers,
no, sir. But if someone, if the Mar-
lin or Continental, some producers
who had accumulated a lot of oil in
his own tanks wanted to sell his half
million or two million barrels of oil,
that would be a different transaction
entirely. If oil was a dollar and we
could buy it for fifty cents, we would \

SENATE JOURNAL.

A. Except in the old days those
who were not in the Standard Oil
group were called independents and
in my mind that has always been the
distinction since. Of course, after
the dissolution, those units were all
independent, separate units also, but
in some people’s minds they have
generally got in the habit of calling
certain people independent and the
| larger ones majors or large com-
‘ panies.

‘ Q. Your company has no connec-
. tion with the Standard Oil Company?
A.  Absolutely none at all, and
thére is no connection and no stock
-ownership and ] have made the state-
,ment that out of over eighty thou-
rand stockholders today there is no
individual or interests who hold as
much as two per cent im our com-
pany. Over twenty per cent of the
stock is held by individual women
stockholders.
" Q. I will ask you this question
rand you can answer if you feel like
it. and if not, all right. What com-
panies in Texas familiar to every-
body would be companies that are
aligned with the Standard Qil Com-
pany?
| A. The companies which were a
"part of the old Standard Oil group,
‘or grew out of those companies which
were units after dissolution, would be

buy it. but it doesn't affect the post-  the Humble, which I understand the
ed price we pay everyone regardless Jersey controls, or has a controlling
of who he is. "interest, and the Magnolia which is

Q. One more question. In your|a subsidiary of the Standard Oil
judgment what percent of the oil pro- Company out of New York. The Con-

duction in Texas is produced by what
is known as the independent opera-
tor or producer, as compared to the
others, the major companies?

A, Well, I think it is well over
half of it. \
Q. In other words, your judg-

ment is the independent producers in
Texas produce more than fifty per
cent of the oil produced in this State?

A, Yes.

Q. How would that percent run
in what is known as the East Texas
Field?

A
there.

Q. Do you consider your company
an independent,—what is known as
an independent, in that class?

A. 1 consider we are an inde-
pendent unit. I have never quite
known the distinetion between an in-
dependent and the others.

Q. I don't either.

I think it is even larger over

tinental, that is more by the amount
of facilities and investment and so
forth, it is more a Marland Company
than a Standard. The Marland took
over the Continental, which was a
marketing subsidiary in the Rocky
Mountajn states of the Standard Oil
Company of New Jersey. As I re-
member there are only two combpa-
nies in Texas which are a part of the
old Standard Oil group.

Q. What about the Gult?

A. Not at all.

Q. Nor the Humble?

A. The Humble is a Jersey sub-
sidiary, or partially owned company
of the Standard Oil Company of New
Jersey.

Questions by Senator Woodward.

Q. Mr. Holmes, you testifled this
morning that your earnings, your
profit, last vear were fifteen million
dollars?
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A. Yes, sir.

Q. That represents two and a half
per cent on the investment?

A. About two and a half per cent.

Q.
Holmes, who received,—I don’t mean
the names, but who received the
fifteen million dollar profit? I don't
mean the individual.

A. The stockholders through div-
idends, received pretty close to thir-
ty million dollars.

Q. Now, then, how did your
stockholders, who I Dbelieve you
stated numbered eighty thousand,—

A. (Interrupting) They do now,
yes, sir.

Q. How much did they earn on !

their investment, through stock held
in your company, more than the
23%°?

A. The issue of stock is just a
little under two hundred and fifty
million dollars, that is a little under
ten thousand shares, at twenty-five
dollars par value, so that the divi-
dend is paid on the par value of the

stock, and not on the total money in-’

vested in the business.

Q. Then, as a matter of fact, in
order to protect your stockholders
you really lowered your surplus?

A, We did, and we are doing that
again this year; and that is a matter
of a good deal of concern to all com-
panies, whether they are warranted,
or whether they are wise in going
that far in times of distress like this;
but it is like our payrolls; we are
keeping employees whom we could
do without; we are paying rates that
we paid before, and a good many of
the stockholders are as much in need
of whatever we can afford to dis-
tribute as the employees are of their
wages; so that is a problem today.

Q. I believe you said, Mr. Holmes,
that of your stockholders, twenty
per cent were women?

A. They hold twenty per cent of
the stock. They are more than twen-
ty per cent in number.

Q. And no one membér holds
more than two per cent of the stock
in your company?

A, Yes.

Q. And the reason you refer to
the Texas Company as an independ-
ent company is because of the fact
it is not allied with of connected
with any other company?

A, Ezxictly. There are no influ-
ences of any character from any
source in our activities, except just

I will ask you to state, Mr.:

our natural obligation to those whom
we come in contact witH.

Q. That is to say, you are not de-
pendent upon anybody else for busi-
ness, or taking orders from any
other company, or following any-
body else’s policy, but you are in-
dependent of the -eéntire business
world with respect to the oil business
and run your own affairs?

A. That is true, yes.

Q. Mr. Holmes, we must deal
somewhat in generalities and rumors.
It is generally rumored and under-
stood that the Sinclair Oil Company
recently sold its reserve stock to the
Standard; is that generally under-
stood?

A, Yes; I think that is true.

Q. For which it received approxi-
mately eighty million dollars; is that
about what is rumored?

A. 1 think a little less than that;
in tkat neighborhood, but a little
less, '

Q. Do you know anything about
the rumor also that Sinclair is now
filling his storage tanks and pur-
chasing additional storage facilities
with which to store oil at ten cents
per barrel? .

A. T have understood that he has
been building tanks, but I have no
knowledge of the storing. He might,
however; he has been one of those
whom, I think, have been willing to
have a lower price; that has been his

, attitude,

Q. Tsn’t it a fact that his atti-
tude in refilling his storage with this
cheap oil has a tendeney t, press
down the price of the East Texas
product?

A. Well, T doubt if that would
have any effect on East Texas, I

. reaily think the price depression in

East Texas, is due to the producers
in East Texas, or some of the produc-
ers in Kast Texas just producing too
wuch oil. I don't believe that, while
Mr. Sinclair, having sold his stock
of crude oil, is in a different posi-
tion from-the rest of us who have
very large stock, I doubt if any-
thing he could do, even if in his in-
terest, could affect that price in
RBast Texas.

Q. If he is undertaking to fill his
storage with that cheap oil, wouldn’t
that have a tendency to do it?

A. I think it would have more of
a tendency to do it if he should not
be in accord with the efforts we are
making, We are trying to bring
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about some stability of price in the
producing situation, and if one wants
to continue the low price, the easiest
way to do that is to take issue with
us in this proposition. I don’'t be-
lieve that one can do very much
over there that has not been done
in the field itself to depress the
price.

Q. Now, Mr. Holmes, speaking of
your views in respect to conserva-
tion laws, I draw a distinction be-
tween—and I make this, in order to
propound a question—I draw a dis-
tinction between physical waste and
economic waste; do you?

A. Yes, T do.
Q. I will ask you to state if it
is your idea that in dealing with

economic waste that the principle
involved is to prevent waste, such
as the producing of more than the
reasonable market demand:; or, in
other words, is that the principal
factor that determines economic
waste—over-production?

A. T think that is the principal
factor in bringing about economic
waste, because what I call economic
waste, as distinguished from phys-
ical waste—physical waste 1is the
actual swaste of the product itself,
whether it is by evaporation, or leak-
age, or whether it is by such oper-
ation underground as msakes it im-
possible to recover .the largest
amount of that deposit.—When ¥you
produce it in such excessive guanti-
ties that it forces one, as I illus-
trated a few minutes ago, to take
his o0il out at below cost, you are
bringing about an economic waste;
you are bringing on the distribu-
tion and the disposition of the
product at below its cost, and below
its value: that is economic waste;
it destroys values not only in the oil,
but destroys values in a man’s
wealth and property, which are the
same thing.

Q. If I understand youj; Mr.
Holmes, it is your idea that not
only this state, but also all oil pro-
ducing states, should have laws deal-
ing in a strict manner, not only with
physical waste, but economic waste?

A. I think that is very desirable.
I think it is very desirable to have
laws that give ample authority to
properly constituted committees or
commissions to exercise discretion
even in the matter of economic
waste,

Q. Then, according to your pol-
icy, or your ideas of policy, a law

which would describe and enable the
Commission to prevent physical
waste would be a good law; but one
which went further and described
and enabled the Commission to deal
with economic waste would be a bet-
ter law?

A. Yes; and 1 would go this far,
too. I would give that commission
by your enactment authority to pre-
vent, on the other hand, the re-
striction by producers of their pro-
duction to a point where the price
would be excessive. In other words,
I would not let them shut down their
wells for the purpose of getting a
price way above the cost.

Q. Well, that answer permits me
to ask you this question. While it
it not material for you to know what
my views are, but probably it is
necessary to get the matter before
you, I don’t subscribe to the doctrine
of defining waste, among other defi-
nitions, as that amount of oil which
is produced over and above the cur-
rent reasonable market demand.
vAren't you afraid that if you do
define by law as waste oil which is
produced over and above the market
demand that you might put into the
hands, or give the power to the pur-
chasing companies to control the
price of the raw product?

A. No; I think the power is in
vour commission. Now, may I say
a word about that. When you pro-
duce more than—

Senator Martin: Senator, I could
not hear your question or his answer.
Will vyou please speak a little louder,

Q. Senator, I asked this question:
That if in the law you define waste,
among other definitions, as oil or
gas which is produced in quantities
in excess of reasonable market de-
mand, would it not likely put into
the hands of the purchasing com-
panies power to control the price.
Now, will you answer the question,
Mr. Holmes? ]

A. Well, I can’t agree with that,
because that power is within the
Commission. 1 think the Commis-
sion can certainly in cooperation or
in contact with the commissions in
other states avoid that condition. On
the waste, if you produce more than
can be consumed, you must do some-
thing with it. You must store it;
it you store it there is waste, if you
store it for any length of time. So,
it you bring above the ground more
oil than can be consumed, you have
an actual physical waste, and unless
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it is very temporary, you have to
reduce your production below that
amount, so that it can be absorbed.

Q. Now, Mr. Holmes, as compared
to the consumer and as compared to
the purchaser, the manufacturer or
refiner, as the case may be, is small
in number, that is true, isn’t it?

A. Yes, sir.

Q. And as compared to the con-
sumer, and as compared to the pro-
ducer, the purchaser is smaller in
number, that is a purchasing com-
pany that is able to handle the large
quantities of oil?

A. Yes, sir.

Q. If we had such a statute, de-
fining waste, among other defini-
tions, as a provision of law, in case
of the reasonable market demand,
would it not be possible for the pro-

ducing company, not all but some of,

them, to determine that we have
enough oil on hand and we are not
~in the market for any more, and
thereby cause the closing or shut-
ting down of many producing wells,
probably temporarily, couldn’t that
exist. ) ,

A, Well it could: not exist very
long, because the consumption of
oil in the United States is upward of
two million four hundred thousand
barrels a day, that is over a bhillion
barrels a year. Now the oil in stock
is only about one-half million, so
that they could not very long do
without production.

They might .accomplish a ‘very
desirable thing, which would be some
reduction of the above ground stock,
but that would be gradual, and say
you cut it down to half of what it is
now, it would only constitute three
months supply of oil for the en-
tire industry, so that danger I think
would not be present.

Q._ Then you think that if such a
contingency might arrive it would
‘be of little consequence, in fact of
so little consequence as not to bring
about any fear?

A. I do.

Q. Now 1 will ask you to listen
as carefully as you can to these de-
finitions as I read them and I want
you to state whether or not you
think they fairly define waste, that
is physical waste. I will give you a
copy of this bill and you can follow
it as I read along. You will find it
in Section Six.

Senator Purl:
gquestion?

Senator Woodward:

What was the

I have asked

Mr. Holmes to follow me in the def-
initions of what I call physical waste,
then I am going to ask him in his
opinion if it fairly describes or de-
fines the waste, that is descrbes the
various things which might bring
about physical waste, and if they are
broad enough to enable the Commis-
sion to act under those definitions.
Beginning, Mr. Holmes, with sub-
section B it is on line 38 of page 2,
“Waste incident to or resulting from
so drilling, equipping, locating, spac-
ing, operating wells as to reduce or
and to reduce the ultimate total re-
covery of crude petroleum oil or nat-
ural gas from any pool or area.” Now
the next definition is: ‘““Waste inei-
dent to or resulting from the unnec-
essary, inefficient, excessive or im-
proper use of the gas, gas energy or
water dried in a well, pool or area.”
Now the next definition is: ‘“‘Surface
waste inecluding unnecessary or ex-
cessive surface losses or destruction
of crude petroleum oil or natural gas
without beneficial use.” Now the
next definition is as follows: “‘Unde*-
ground waste, including waste inci-
dent to or resulting from any act of
omission which reduces or tends io
reduce the ultimate total recovery
of crude petroleum or natural gas
from any pool or area.” The next
definition is section F, which is as
follows: ‘“Waste incident to or re-
sulting from closing or permitting
crude petroleum oil or natural gas
to create or produce unnecessary fire
hazard.” Now the next definition is
as follows: ‘““Waste incident to or
resulting from any act or omission
in violation of any lawful ruie, regu-
lation or order of the Conservation
Comission of Texas or of any order
or judgment of any court of com-
petent jurisdiction pertaining to the
conservation of erude petroleum oil
or natural gas, based upon the defi-

jtion of waste heretofore set out.””
Do you believe, Mr. Holmes, that
those definitions thoroughly cover
the acts or omissions which might
produce or which do in fact produce
physical waste?

A. I think that is a fairly com-
prehensive and complete specification
for the avoldance of waste.

Q. Now those are the definitions
of waste as embodied in a bill now
pending before the Senate. In an-
other bill which prohably has been
introduced or may be introduced
there is another definition of waste
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which I refer to as economic waste,
and it has a definition which is as
follows: ‘““Waste incident to or re-
sulting from the production of crude
oil or natural gas in excess of the
reasonable market demand for such
commodities for current consumption
or use within or outside of the State
of Texas, plus such amounts as are
necessary for building up or main-
taining reasonable reserves.” Now
am I correct in assuming what you
have said that you bhelieve the bill
would be a better bill if it contained
the definition I have just read?

A, I think it would. I think 1t
gives you a little additional control
in this, in the discretion of your
commission, that might be desirable
at times

Q. Now then under the definition
I have just read and to which I have
just referred as to economic waste
as distinguished from physical waste,
or underground or up ground waste
—1I am referring now to the gquestion
asked you, if under that definition
would there likely be a power vested
in the purchasing companies to con-
trol the price by shutting off the
demand for 0il? You have already
answered that, but that is the rea-
son I am asking it again, do youn
think there would be any danger or
likelihood or a condition wherehv
the purchasing companies might con-
trol the price?

A. Nol do not. I wish I counld
convince you that competition wheth-
er it is drilling for oil, buying oil,
marketing or whatever it may be, is
just as keen and just as severe be-
tween the big companies and so far
as T have been able to observe be-
tween the Standard companies, as it
is between the smaller ones or he-
tween the Standard companies and
ourselves. I don’t think it could be
possible to get the major companies
to agree on any one thing if they
had the oportunity and right to do
do it, and certainly T will say this, as
I told the Conservation Committee
in Washington when we went there
with our plan, they asked me what
assurance have we if we approve this
plan and the opportunity was given
that the price would not be accepted.
I said wvou have the assurance, T
think there are enough of us inter-
ested in having a steadier and more
stable fair condition to prevent that
if there was nobody else, This com-
pany is marketing in every State in

the United States, and we alone
could not stop or stay any excessive
condition by just failing to follow.
This can be taken as a promise, it
does not amount to anything pos-
sibly, but we would not be a party
to such a thing and I doubt if any-
one else would.

Q. Now with this explanation it
is only necessary for me to propound
the gquestion, if I understand the
general business of the Texas Com-
pany and other large companies,
whether they are majors or inde-
pendents, they are regarded more
as manufacturers than they are pro-
ducers, is that true?

A. Yes, sir, I think they are
termed manufacturers, if vou wili
read the compilations made by the
Tax Bureau in Washington, the
Treasury Department or Income Tax
Returns, they classify the companies
as manufacturers who are refiners
regardless of the fact that they are
producers.

Q. That being true, and the
larger companies being in the class
of manufacturers, they are neces-
sarily the manufacturers of raw ma-
terials?

A. Yes, sir,

Q. Crude oil being a raw mate-
rial from which they refine gasoline,
kerosene and the by-products?

A. Yes, sir.

Q. Isn't it a fact, Mr. Holmes, as
a policy throughout the United States
the manufacturer usually seeks to buy
the raw material at the lowest possi-
ble price consistent with business fair
dealings, fair dealings in business and
honesty in business?

A. Yes, sir, that is a principle of
business that I think nearly always
applies, or practically always.

Q. Now then if that is true then
I would like to have for my own in-
formation and the benefit of the com-
pany, if it is worth anything, and for
the public, to have you explain as to
why it is that the oil companies be-
ing in the class of manufacturers are
making an effort to increase the price
of raw material which they produce,
what is the business reason for it?

A. One very definite reason I have
in mind is this, and it is a repetition
of what 1 have said here and what I
said in the House, we have always
made more money on the oil for which
we paid a good price than the oil for
which we paid a low price, and that
no doubt is very largely because of
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the conditions prevailing which make
the crude price high, and at the same
time those conditions result in a bet-
ter general market condition, but
apart from that, when we have condi-
tions where the producers get a fair
return for their money we have a con-
dition which gives us a better market
and better purchasing power for our
products. When you produce two and
a half million barrels of oil a day and
the difference would be two and &
half million dollars to the producers
a day it means a tremendous amount
of purchasing power to the people
and their general condition in the
country in which we market. That
maybe one of the coniributing factors
to the marketing conditions when the
crude prices are high. I think that
is pretty generally true in other lines.
You take the leather business, which
I am not very familiar with, but I
have friends who have been in it all
of . their lives, and they have a simi-
lar experience. When hides are low-
er they usually are making less mon-
ey than they are when there is a good
price for hides. Just why that is the
condition, why they can get more for
shoes when they, are paying more for
hides than when they are paying dis-
tress prices I don’t know, but they say
that is the case with them. I don’t
believe any of’ the companies are anx-
ious to buy oil at distress prices.
Now besides that we are purchasers,
the most of us of some oil. We are
losing money on' production today,
frankly. We are in the class of the
other purchasers, we produce about
one-third of the oil we use east of
the Rocky Mountains, and to the ex-
tent we do purchase oil we are just as
anxious to help ourselves in that as
we are the other man., If we were
just manufacturers alone, by buying
the raw product I think it is pretiy
generally true in the history of oil
industry when conditions are such
that you can buy your raw product
for nothing you get nothing for it.

Q. In other words, it is just the
same as when cotton is cheap, hard
times are on?

A. Yes, sir, and that is quite an
item down here. I remember reading,
I think it was during the year 1917,
the cotton crop of 1917, but the cotton
farmers of Texas made more money
than all of the oil producers of the
United States.

Q. You have explained the reason
why refined oil at the filling stations,

¢—Jour.-1

as we commonly refer to them has
remained approximately the same un-
der local crude prices mow as what
it was when crude oil prices were a
dollar and a quarter?

A. No, you have misunderstood
me, the prices have gone down very

_shortly with the crude decline,

Q. I did not intend to misquote
you, I meant you explained the ques-
tion that was propounded to you as
to why crude oil was not down, as
what the public generally takes in
proportion to the prices of gasoline.
I mean to confine this to the average
man of the street, the average man
in the country has the idea, I am not
questioning whether he is right or
wrong, that the oil he buys to put in
his ecar is still up to what it- was
wher crude oil was selling at a dol-
lar and a dollar and a quarter a
barrel.

A. If he is talking about lubricat-
ing oil there is not so much dif-
ference,

Q. Now what is the percentage
of decline ,in lubricating oil under
present condltxon and when crude oil
was selling at a dollar and a dollar
and a quarter a barrel?

A. There has been quite a decline,
I dor’t know the percentage, I think
though it may be fifteen or twenty per
cent in the motor oils in the volume
used, because all high viscosity in
motor oil that have heen developed
‘and the better mileage you get in
your lubricating oil. The quantities
are still less, Judgmg from all ex-
perience, I would say from fifteen to

twenty per cent less.

Q. That applies to your company?

A. Yes, sir,

Q. Well, that condition probably
applies to 21l the companies doesn’t
it?

A, Yes.

Q. Now, then, Mr. Holmes, not-
witkstanding the prevalent opinion
that oil is just as high as it was when
we were getting a dollar and a quar-
ter for erude oil, there has been an
increase in the cost of refining that
oil, hasn't there?

A. Lubricating oil, yes.

Q. And the quality of the oil, I be-
lieve you say, has been increased?

A. Very mucn improved.

Q. Now, isn’t it a fact, Mr. Holmes,
that there is a very small margin of
profit in the lubricating oils to the
refiner?

A. There is; it is a small profit.
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There are lubricating companies that
are having as much difficulty as the
companies that are manufacturing all
the products of petroleum.

Q. What, in so far as the average
company—I am not asking you to dis-
close your own company's business,
but with your familiarity with the
business of the average larger com-
panies, what relationship by way of
percentage of business arises out of
the sale of the lubricating oil, just
generally speaking—about what per-
centage of the companies’ business
comes out of the lubricating end of
the business?

A Well, it is less than two per
cent considerably on the average.

Q. And about what percentage
comes from the gasoline end of the
business, Now, I am speaking just
generally of companies; I am not ask-
ing you what your company does, but
just generally speaking?

A. Forty-five to forty-eight per
cent,

Q. And your own company's
gasoline, about what . percentage
would you say it is?

A. I would say about
seven.

Q. And then the by-products in
the way of greases and engine oils
and things of that kind would make
the balance?

A. TFuel oil, gas oils, asphalt and
other products make up the balance.
There is quite a considerable loss.

Q. Now, if the companies were
confined to the margin of profit,
if any, that they are now enjoving,
if they do enjoy, from gasoline and
these other produects I have men-
tioned, what would inevitably be the
result to the companies?

A  They would be worse off than
they are now, and that would be
terribly distressing.

Q. Well, it would really
bankruptcy?

A, It approaches that for a good
many units.

Q. So that the oil companies who
are engaged in the manufacture of
gasoline, oils and greases and the
by-products must depend upon a
profit from some part of their busi-
ness in order to sustain themselves
under present conditiong?

A, They must, and I feel they
are perfectly justified and under ob-
ligations in the protection of their
business and the stockholders and
the investments in maintaining the

six or

mean

prices as well as they can on any
product that they sell in order that
they may survive.

Senator Woodward: Mr. Chair-
man, did .you wish to ask me a ques-
tion?

The Chairman: No. I think we
might take about a ten minutes re-
cess.

Senator Woodward:
would,

The Chairman: The committee
will stand at ease until 4:20.

Recess,
4:20 p. m.

The Chairman: The Committee
will come to order, please. Senator
Woodward, you had not completed,
bhad you?

Senator Woodward: No, sir. Just
a few more questions and I am
through, Mr. Chairman.

Q. Mr. Holmes, do you subscribe
to the doctrine that with crude oil
bringing what might be regarded as
a fair price, T will say a dollar or
thereabouts, that it would be mate-
rial benefit to the citizenship of the
State of Texas, especially? Answer
that question: Do you subscribe to
the doctrine that it would be a bene-
fit to the whole people if crude oil
were bringing a fair price?—and I
am using the figures of a dollar or a
dollar and a quarter as a fair price.

A. T think there are very large,
very considerable percentages of
people to whom it would be a dis-
tinct advantage, In the first place,
under these conditions there have
been a great many reductions in ren-
tals, and there have been some can-
cellations of leases; we have can-
celed out some.

Q. A little louder, Mr. Holmes.

A. We have canceled out leases
that are prospective producing prop-
erties, ‘and some have produoced,
There is a very large number of
royalty owners whose income at
these prices is very small. As 1
understand it, your State revenues
from oil for your State, the amount
of that revenue is dependent a good
deal on the price of your oil; your
schools are supported in some degree
by the returns from production on
school lands. When the condition
of the industry is prosperous the
payrolls are larger. There is a very
large number of people employed in
the oil business, I don't know how
many; T think that has been deter-

I wish you
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mined, but it is 2 very large number.
So I say I think a very large per-
centage of the people in Texas would
directly benefit by the better con-
ditions and the result of the better
price. On the other hand, there
are people, and they are of the same
class, consumers of gasoline, that
may pay more for their gasoline,
but they are getting their gasoline
today at a price, as 1 state, away
below the average price that has
prevailed for the last eight or nine
years, beginning with the year in
which we had a depression, 1921.
If I were to take an average back
through 1920 that average would
be considerably higher. So that I
don’t think it is a hardship at all on
the consumers of gasoline to pay a
price comaensurate with the values,
and I think on the other hand it is
of distinct advantage to a very large
number of the people,

@. In other words, in summing
up your answers again, if I under-
stand you, you proceed upon the
theory that there are thousands and
hundreds of thousands of people
who are directly or indirectly inter-
ested in the price of crude oil other
than just the stockholders of the
companies, and other than the offi-
cers and directors of the companies?
In other words, do I understand you
to mean that with the price of crude
oil at a reasonable, fair price, that
it will operate as a direct benefit
to thousands of people in Texas who
are operating or obtaining lease
money on land? In other words, it
will enable the people who are tak-
ing the leases to pay more for the
leases than they would pay with
crude oil at ten cents a barrel?

A, That is right. And then too,
I just stated in answer to another
question, that as nearly as I can
calculate here, you buy in this State
only about thirteen per cent of the
products, the refined products of
that crude that you produce. You
get in this State practically the en-
tire benefit of the better price for
your crude, and when you come to
pay out for those benefits you only
?t_ay out about thirteen per cent of

Q. In other words, Mr. Holmes,
crude oil that is sold outside the
limits of the State which is produced
in Texas will yield, when ocil is at a
fair price, millions of dollars that

" come back into the State?

A, Exactly.

Q. In fact, about eighty-seven per
cent of it?

A, Yes, sir,

Q. That money 1is distributed
throughout the State in the way of
further development, or paying for
leases, and all of the wvarious things
for which that money is used?

A, That is true,

Q. And further summing up your
answers, if I interrupt them correctly
the increased price of crude will re-
sult according to your version of
the matter, in a direct benefit to
the land owners who are leasing
their lands all over Texas, instead of
them leasing for twenty-five cents an
acre where they formerly leased for
a dollar an acre, it would probably
go back to a dellar an acre, and be
a benefit to the State revenues and
the schools, and especially the Uni-
versity, would alone justify the price
increase of the crude?

A, I believe that. And then I
have this feeling, too. You have in
Texas something like one-third or
more of the potential production of
the United States as it is known to-
day, possibly more, and you have
a very large number of producers of
oil. There is a very large number
of small individual operators, or
companies producing oil. Now, there
is no way of calculating the effect
en the conditions in this State, if
those individuals become bankrupt,
and I can’'t see how it can become
otherwise if they attempt to pro-
duce oil which we know on the aver-
age costs upward of a dollar, for
any considerable period of time, if
conditions are such that they have to
continue selling it at away under
that price. Now, if you are inter-
ested in that particular division or
percentage of the operators you can
afford to do something on their ac-
count; if you are not interested and
are #willing to see them go by the
board, my judgment is all you have
to do ig to do nothing. You just do
nothing and that can happen.

Q. I believe that concludes my
examination of the witness.

Questions by Senator Martin.

Q. Mr. Holmes, that 0il States
Advisory Committee that has been
mentioned here quite a number of
times, wasg selected in the meeting
February 28th to March 1st, in Fort
Worth, wasn't it?

A. Was elected,
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Q. No, sir, selected or appointed?
A. You mean the so-called Gov-
ernor’s Advisory Committee?

Q. Yes, sir.

A. T don’'t know about that.

Q. You didn't attend any meet-
ing in Fort Worth about the 28th
of February to the 1st of March,
19317

A. No, sir, I did not.

Q. Have vou learned that there
was a committee, an advisory com-
mittee, selected there?

A. Oh, ves, I know of it. I know
the members of the committee and I
have met with them. They came to
St. Louis to meet with my committee
in April.

Q. That was after they had a
meeting in March, wasn’t it, in Tex-
arkana?

A. Yes, sir, I know of that meet-
ing.

Q. You knew of the meeting in
Texarkana?

A, Yes.

Q. Did you say you know the per-
sonnel of that committee?

A. Yes, I met all of those gentle-
mern.

Q. Cicero I. Murray was one, the
Chairman?

A. Yes, sir.

Q. From Oklahoma City?

A, Yes, sir.

Q. W. H. Cooley, Barfield, Cali-
fornia. was one of them?

A. 1 don't remember Barfield.

Q. You remember Cooley?

A. Yes, gir,

Q. Mark K. Mitchell,
pendence, Kansas?

A. I don’t remember him, no, sir.

Q. How is that?

of Inde-

A. 1 didn’t see him.

Q. Carl M. Cox, of Cheyenne,
Wyoming?

A. Yes, sir,

Q. W. Scott Harwood of Jen-

nings, Louisiana?

A. Yes, sir.

Q. T. H. Barton of El Dorado,
Arkansas?

A. Yes, sir.

Q. Robert R. Penn,
Texas.

A. Yes, sir.

Q. I believe you stated that after
they made their report, or got up
their report, you met in Houston and
studied the report that was made?

A. No, sir, you misunderstood me,
You mean this morning?

Q. I understood you to say this

of Dallas,

morning, or yvesterday, or sometime,
that you met there in Houston?

A. No, sir, what I said about
meeting in Houston is the meeting
in March, 1929, when the committee
of the American Petroleum Insti-
tute met there to formulate the final
plan for a conservation effort. At
that time the Railroad Commission
of Texas, and the commissions of the
other states, were invited to attend
and did attend.

Q. Is that committee that I am
speaking of,—if their report is not
the one you discussed in Houston, of
course so far as I am individually
concerned I am not interested,

A. No, sir.

Q. You did not meet there at any
time since March to read or study
any report that was made?

A. No, sir.

Q. You know they did make
a report, do you not?

A. Yes, sir. I knew they made a
recommendation to the Governors.

Q. You knew that was made in
writing, and you have seen a copy
of it, haven't you?

A. 1Is that the report that con-
tained the recommended allowables
in each state?

Q. Yes, sir.

A. Yes, sir.

Q. You would know a copy of
that report if you saw it, wouldn’t
you?

A. I think I would.

Q. I will ask you to glance over
that. The underlining and parenthe-
sis is by myself. State whether or
not that is a copy of the report that
was made?

A. What I saw was a newspaper
report of their report. I never saw
the actual written copy.

Q. What newspaper did you see
that in?

A I will have to correct that.
was in the Oil and Gas Journal.

Q. What is the pame, style, or
where is the publication of the Oil
and Gas Journal?

A. That is published in Okla-
homa, and I believe it was one of the
last April issues of this year, and I
remember in it they recommended
the allowables in each state, allow-
able production, but I have not seen
this written document.

Q. Could you glance through
that—you read the one in the mag-
azine—glance through that and state
whether or not that contains the

It
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same provisions as the other,—the
same as the one you read?

. A. I would have to read this. No,
I do not recognize this. All I re-
remember distinetly in that recom-
mendation was the allowables., I
could not identify this document.

- @. You have never seen any re-
pori that was made by the Oil States
Advisory Committee to any gover-
nor printed in any newspaper, have

you?

A. No, I think the only place I
saw it was in that Oil and Gas
Journal.

Q. And vou know they have made
such report, don't you?

A. I have understood they did.
I don’t know it actually.

@. And that Oil and Gas Jour-
nal,—what did you say the style of
that journal was?

A. It is the Oil and Gas Journal,
published in Tulsa. .

Q. Is that sold on the magazine
counters and stands throughout the
State, or do you know?

A. I think it surely would be
somewhere in some of these files. It
is very generally distributed in the
oil business.

Q. Of very general distribution to
the oil people and to the public in
" general, would you say? '

A. No. I should say the sub-
seription list is very largely oil peo-
ple and supply companies and peo-
ple identified directly with the oil
business. .

Q. And you are sure you have
gseen that report in that magazine?

A. Well, that is my impression.
I will try and dig up that magazine
for you if you want me to.

Q. I would appreciate it if you
would do It.

Senator Purl:
tion?

A. May I say thisq After we had
been in conference in St. Louis, at
their request, I was told in St. Louis
they were making a recommendation
to the Governors, and I am sure they
did, of some kind, and afterwards I
saw in this Oil & Gas Journal a
statement containing their recom-
mendation as to these allowables,
and some additional matter,

Q. Well, your answer there calls
for another question, then. You
understood they were recommending
that the Committee itself continue to
exisgt, didn’t you?

- A. T have understood that, yes.

May I ask a ques-

Q. Angd that they are to correlate
the activities of the various oil con-
servation bodies of the.State, in an
advisory capacity, also to make rec-
ommendations as to the amount of
oil which should be produced within
the United States, and as to the
prices which should be obtained
therefor, so as to assure to all pro-
ducers a fair and reasonable return
on their necessary investment in
handling their business in mining for
and produeing cil? You understood
that?

A,  Yes, sir.

Q. You also understood that they
recommended also to your Confer-
ence agreements with the major
purchasers of crude oil as to the
quantities of produetion wanted, and
the prices to be paid therefor; that
was the recommendation you under-
stood they were making, didn’t you?

A. Yes, sir; I have understood
in a general way, rather definitely,
that they made a recommendation.
Now, I have not in mind all of their
recommendations. The only one that
stuck clearly in my mind was that
they were to be continued as a com-
mittee, and I was impressed with
the fact that they recommended an
allowable which was not in excess of
the one existing some months ago,
which struck me as an act of wisdom,
that they used that figure before
they attemptied to determine on any
other figure. The rest of it is very
vague, and I have ho definite recol-
lection of it. .

Q. Have you a definite recollec-
tion concerning this provision, that
ach of the major oil producing statesg
—Texas, Oklahoma, Kansas, Cali-
fornia, and New Mexico, immedigtely
take steps through their legislatures
to create oil and gas conservation
commissions, or other proper author-
ities .to be appointed by the Gover-
nors of those states for as long a
term as possible, for the sole business
of enforcing the laws of the various
states as to the conservation of oil
nd gas, adopting and enforcing rules
for the reasonable carrying out of
such laws by such commissions. Do
you remember their making any such
recommendation as that?

A. 1 have a rather indistinet rec-
ollection of that character of recom-
mendation.

Senator Martir: That is all.
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Questions by Senator Purl.

Q. Mr., Holmes, Senator Wood-
ward showed you a while ago, and
had you read extracts from Senate
Bill No. 6, the Woodward Bill. Have
vou read that bill previous to the
time you read those few extracts?

A. I am not sure that I have,.
I read a typewritten draft of a bill,
but I could not identify it.

Q. Did you read the Oil Emer-
gency Bill drawn by Mr. Rhodes
Baker of Dallas?

A. I believe the one I read was
one that was drafted by some com-
mittee that was asked to draft an
administration bill, whoever that
was. I don’t know the parties and
am not familiar with the committee.

Q. As an official of the Texas
Company, and as one interested in
oil conservation, do you advocate
the passage of the Woodward Bill?

A. Well, I have not exactly ident-
ified the Woodward Bill yet.

Q. That is the bill you had a
while ago in your hand—the one we
were discussing.

A. Well, T would not like to
commit myself definitely to some-
thing I have not read carefully.

Q. Have you discussed with your
attorneys this bill you now hold in
your hands?

A. Not with the definite under-
standing that it was the Woodward
bill.

Q. Have you discussed with your
attorneys that bill?

A, No; I have not. I asked for
a copy in Houston of the bilis that
had been drafted.

Q. All right.

A., And I was handed copies and
just glanced over them and a lot of
these other papers in trying to get
Bome general understanding of the
situation.

Q. In the reading of certain sec-
tions, or parts of sections, there was
no mention of “marketable demand’
or “‘economic waste,”’ was it?

A. It was not read in this section.
I have not read it; I just followed
the reading of the Senator.

Q. I don’'t want to ask gquestions
if you are not familiar with the bill.

A. I don't take any exception to
any questions you might want to
ask.

Q. I dopn’t want to ask gquestions
if you are not familiar with that

bill; if you are not familiar with it,
5ay so.

A. I have not identified these dif.
ferent bills; I understand there have
been two or three drafts.

Q. It is generally understood,
and was so stated on the floor of
the Senate, in this Room, By Gov-
ernor Sterling and by Senator Wood-
ward in his opening statement, that
he was not advocating a bill that
had *“marketable demand’” or *“‘eco-
nomic waste” in it; did you know
that?

A. I understood Governor Ster-
ling — — —

Q. Sir?

A. T understood Governor Ster-
ling said that.

Q. You have not understood it
was said by Senator Woodward in
his opening statement that he did
not advocate that?

A, No; I did not.

Q. Now, if this Legislature should
pass a law and leave out any refer-
ence to ‘“‘marketable demand” or
“‘economic waste,” in your opinion,
would the Legislature serve the pur-
pose for which it is now called?

A. I think it is altogether pos-
sible it would not effectively. I
think it would fall short of effective
control.

Q. Now, then, would you say that
that is one of the most important
phases of the bill?

A. Personally, I feel it is an im-
portant feature of the Act.

Q. Then, if it is included in it,
or should — — —

Senator Woodward:
ish his answer.

A. If it is left to the discretion
of the Commission to make use of
that when it is necessary.

Q. Now, then, if the Legislature
should add a section to the Wood-
ward Bill positively directing the
commission, or inhibiting the com-
mission from taking those factors
into consideration, it is your opinion
it would not serve the needs?

A, I fear there would be times
when you would have inadequate
authority vested in your commission.

Q. Yes, sir; and you are not pre-
pared to state whether or not, this
bill, if passed in its present form,
even though it does mnot mention
“marketable demand,” you are not
prepared to say it does not, never-
theless, give the commission author-
ity to take into consideration that?

Let him fin-
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A. No; I am not a lawyer.
. Q. All right.

A. And I would not want to pass
judgment on that.

Q. Would you, as a layman, and as
an official of this large Company—it
it might not be in order, but I will ask
it anyway. “In all trials under this

section of this Act the burden of proof:

shall be upon the party combplaining
of such rule, regulation or order. In
all suits or other legal proceedings
under this Aect in which the validity
of any rule, regulation or order of
the Commission may be brought in
question, the said rule, regulation or
order of the Commission shall, prima
facie, be deemed valid until shown to
be invalid, and must be obeyed.” Now,
if the Commission should rule that
*marketable demand” and “economic
waste” was included in the provisions
of this bill, and should issue an order
on that, and it is pnma facie valid un-
til proven otherwise in the courts,
wouldn’t that put in this Bill “market-
able demand” and “economic waste”;
are you prepared to say?

A. Well, I don’t know; lawyers
are so skillful in getting around any-
thing not perfectly clear that I would
not know, My idea of a contract, or
a bill, or anything else, is to have it
very clear and definite, so that there
can be no guestion.

Q. Now, if it is the purpose of this
Legislature to give the Commission
the right to take into consideration
“marketable demand” and “economic
waste’”, we should boldly and flat-
footedly say so; don’t you agree to
that?

A. That would be my way of doing
it; but as I said awhile ago, amd I
would like to repeat it, I would not
make that a necessary application, or
a rule for application, except in the
discretion of the Commission, where
emergencies would permit them to
have that additional authority.

Q. All right.
A. T doubt if my advice on those
matters would be very good.

Q. Mr. Holmes, in the House Jour-
nal of July 23rd is what might be con-
strued as a financial statement of the
Texas Company, together with a list
of the Texas corporation, and its sub-
.sidiary companies. On page 1356 it
lists thé Texas Pipe Line Company as
being incorporated under the laws of
the State of Texas. Is that the only
company that the Texas Company op-

erates that is incorporated under the
State laws of Texas?

A. I believe today it is. The Texas
Company now, which is a worldwide
activity, is incorporated in Delaware,
and as I remember, the Texas Pipe
Line Company is the only sub31d1ary
we have in Texas,

Q. Yes, sir.

A. That is domiciled in Texas.

Q. Have you studied that report
in this Journal; are you acquainted
with it—were you familiar with it
prior to its being printed; did you
know it was going to be printed in
the Journal?

A. No, I did not know it; but I
was asked to give a copy of the re-
port in the House, which I did.

Q. The reason I asked is I fail to
find here the description in detail of
the Pipe Line Company, and I won-
dered perhaps if you could give them
for me?

A, The report of the Texas cor-
poration—the Annual Report is a
consolidated report, and includes some
thirty-five subsidiaries.

Q. I see. All right, Mr, Holmes,-a
minute ago you made a brief state-
ment ahout appearing before a com-
mittee in Washington. You were on
some sort of committee that appeared
there about March or April, 1929, did
you not?

A. Yes.

Q. Were you put on a special com-

mittee to go there?

A, I was chairman of the general
committee of the American Petroleum
Institute.

Q. In the Nation’s Business, for
May, 1929, Mr. R. C. Holmes—you are
Mr. R. C. Holmes, President of the
Texas Company?

A. Yes, sir.

Q. You recommended a return on
April 1st to the 1928 production basis,
and the Institute’s directors adopted
that report on March 27th, in New
York; that is true, isn’t it, that they
did adopt that report?

A. As I stated here this morning
we concluded from our studies, and
eighty men, all high officers of dif-
ferent oil companies took part in
those studies, and were members of
those committees,—we concluded from
such information as we had, and such
forecasts as we could make, that the
amount of oil produced in the United
States in 1928 would be of sufficient
quantity for the year 1929, and 1930,
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and, as I remember, 1931. That was

incorporated in our report.

Q. Just to sum up the whole report
in one sentence, you stated in that
report that in 1928, the total extracted
was 902,000,000 barrels, and the daily
average was 2,250,000 barrels; and
the daily average in March, 1929, was
2,645,000 barrels, and that the aver-
age daily production could be cut
nearly 200,000 barrels without caus-
ing any shortage whatever in gaso-
line; isn't that about the summary of
your report?

A. That could be an interpreta-
tion of that report, ves.

Q. All right; now, your refineries
are located in Texas at what point?

A. Beginning in the north, there
is one at Amarillo, San Antonio, El
Paso, Dallas, Houston, Port Arthur,
and Port Neches, Port Arthur and
Port Neches, however, are close to-
and Port Neches. Port Arthur and

Q. You have a considerable invest-
ment in those plants?

A, Yes, sir; a large one.

Q. A large one?

A. Yes, sir.

Q. Is it true or not true that since
you installed your plants there has
been a great deal of improvement in
the processes of refining gasoline—in
the machinery and so forth?

A. There has been quite constant
improvement in the processing of
gasoline, yes.

Q. Isn’t it true that some of the
smaller plants recently constructed,
due to those improvements can make
gasoline cheaper than your Company
can, and that they do make it cheap-
er?

A, That may be possible.

Q. And you have not installed this
modern machinery in your plants be-
cause of the investment it would en-
tail?

A, No; I don’t think that would
be the reason. We have today all the
capacity we can use under the con-
ditions. If we were to put in more,
we would put in the most modern
equipment.

Q. What per cent of waste, would
you say, is in the processing or refin-
ing in your plant?

A, Waste?

Q. Yes. I will put it another way.
In the modern plant they can recover
as much as fifty per cent of the gaso-

line. Your plants do not recover that
much?
A. 1 think the recovery in our re-

fineries, and we run a good deal of
heavy South Texas oil, California oils,
and some Mexican, I think we recover
close to sixty per cent from all our
crude running.

Q. You recover sixty per cent unm-
der the machinery you have installed?

A. Yes, sir.

Q. Now, what would you say was
the amount of recovery under these
modern plants; is it more or less?

A. 'Well, of course, you are get-
ting into & technical field there
where we might go wrong.

Q. That has something to do with
waste and conservation, hasn't it?

A. What I mean is this, in our
field, I am talking about taking the
whole general average of the crude
we run. Some of these crudes which
we run are susceptible to high run
of gasoline, whether it is natural run
vield cracking or both; others are
not. Some of them have a very
high content of asphalt” which can-
not be converted into gasoline. 1If
vou take a high gravity paraffin base
of which has a high gasoline con-
tent you will get more gasoline than
some of the crude we run; some run
higher and some run lower. It is
possible with some of the later
equipment to get a higher result than
we did.

Q. 1If your plant is operated with
machinery and equipment whereby
they are not getting as much gaso-
line out of the crude as they do with
modern machinery in a modern plant,
then your company is guilty, and I
use that word in the proper sense, of
not properly conserving some of
our nathral resourses?

A. Well, T think we are guilty
of this in strict observance of con-
servation, if you carry it to the
extreme, we might be required to
produce the very maximum yield in
order to confine the erude consump-
tion to 2 minimum,

Q. Would you be willing for this
Legislature to give the commission
in this bill the right to require mod-
ern methods of recovering this gaso-
line and reqguire the plant to in-
stall that sort of machinery if neces-
sary to cut down the overhead cost?

A. 1 would not oppose it but at
the same time I would not advocate
any unnecessary hardships on any-
one; but so far as we are concerned
we are so strong for conservation
that if that would aid we would not
oppose it, we would say all right.
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Q. Are you acquainted with Mr.
Mark L. Reque, general director of
the United States Fuel Administra-
tionr

A. Yes, sir.

Q. Would you consider what he
bhad to say about the oil business as
an authority?

A, As an authority?

Q. As an authority?

A. Yes, he is well informed on
the question is he not? Yes, I think
he is.

Q. A Legislator could read his
article with assurance, couldn’t he?

A.- I think so.

Q. He states that he sat in a
meeting in which it was seriously
considered desirable to burn up five
hundred thousand barrels of oil in
order to raise the price, did you ever
hear of any such meeting?

A, T never did.

Q. He further states that oil
has declined around Spindle Top from
a nickle a barrel and that at the
same time the Southern Pacific im-
ported it from New Mexico, did you
ever know of that?

. A, Will you repeat that?

Q. That oil around Spindle Top
in the early history of the field went
begging at five cents a barrel and
that the Somthern Pacific was im-
porting oil into Texas at that time
to burn. Did you ever know of
Spindle Top ever selling oil at a
nickle a barrel?

A. T know of contracts that were
made for that-price and less but I
‘don’t remember that any oil was be-
ing imported from Mexico at the
same time.

The Chair: Senator Purl, will you
pardon the interruption, the Senate
recesses until five o’clock gnd it
is now five o’clock, and the Senate
can take whatever action you think
‘is proper,

Senator Woodruff: I move that
the Senate stand adjourned until to-
morrow merning at nine-thirty.

The Chairman: Motion has been
mad_e that the Senate stand adjourned
until nine-thirty tomorrow morning,
all in favor of that motion let it be
known by saying ‘“aye”, opposed no,
the “ayes” have it and Senate is
adjourned until tomorrow morning
-at nine o’clock, '

Q. (Questions by Senator Pol-
lard.) Did you state that your com-

pany has something like fifty million

"barrels of oil in storage?
* A, I don’t think I stated.

Q. Could you tell us in round
numbers about how much they have
in storage?

A. Yes, sir, it is, I think it is
about thirty-five million; I think we
have about thirty-five million barrels
of crude today.

Q. Today you have about thirty-
five million?

A. Yes, sir.

Q. If you do have thirty-five mil-
lion barrels on hand in storage you
carry it at the price it cost you?

A. No, sir, we carry it at the
market price.

Q. Regardless of what it cost
you?
A. Yes, sir.

Q. Now then, if you should have,
I don’t say you do, but if you should
have thirty-five million barrels of
oil in storage at ten cents a barrel,
and it should go up to a dollar and
a quarter a barrel you would have
made more than thirty-five million
dollars?

A. No.

Q. Why wouldn’t it be to your
interest for the price to be raised?

A. It would be carried stock on
our inventories and inventoried at
cost. It will be inventoried at cost
or at the market price, whichever is
lower. We suffered a tremendous
inventory loss, there is no question
about that.

Q. This oil you have in storage,
you either carry it at cost or market
price?

A. Yes, sir.

Q. Who decides whether
carried at the market or cost?

A. That is a policy which we fol-
low, that is applied in the comptrol-
ler’s office.

Q. If you carry it at cost and then
the price should increase from ten
cents to a dollar a barrel would
your books show the market price?

A. That inventory would vary
with the market until it reached the
cost of that oil and then it would
stand at_that point on our hooks
regardless of where the market went.

Q. Did you state that your com-
pany made fifteen million dollars last
year? -

A. Yes, sir.

Q. Did you reduce your inven-
tory to market price and still make
fifteen million dollarg last year?

A, Yes, sir.

Q. Is that inflated figures or
facts? You reduced the price of

it is
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your oil to the market price and
still made fifteen million dollars?

A. I have told you exactly what
we did and that is a fact.

Q. The figures will reflect the
fact?

A. You don't need to question
them,

Q. I am not questioning them, 1
am questioning you if you don't
mind.

A. What I tell you are facts, you
don’'t need to ask the second time.

Q. You don't object if I do not
understand if I ask you again?

A. No, if you do not understand.

Q. If I apolgize and smile are
you still going to be mad?

A, I accept it.

Q. I am asking you whether or
not, and trying to get in my head,
whether or not your company would
put the price of oil at its market
price and still make fifteen million
dollars, and in view of the fact you
said you would show it at either mar-
ket price or at cost, I was trying to
understand which one it was?

A. I am perfectly willing to ex-
plain. OQOur policy is to carry our
inventories at the time we inventory,
at the end of the year, at cost or
the market at the time, whichever
may be lower. Now if the cost were
lower, say seventy-five cents, and
the market was a dollar and a half
it would be at cost, we will say at &
dollar or seventy-five cents, what-
ever it maybe. Now whenever the
market goes below we carry it down
to the market so that we have always
a conservative value and take the
loss at the time. Now if the price of
oil should stay on where it is today
we have taken our loss and we have
no fictitious upset at all on our in-
ventory, we do not have to take that
loss a year from now or some other
time, we have already taken it. That
is a conservative and safe policy and
it igs a poliecy that we do not change
from time to time, it is being fol-
lowed from year to year.

Q. I am speaking at long dis-
tance, and I have to speak loud.

A. That's all right.

Q. In answer to Senator Wood-
ward you used the expression *‘twist
of the wrist?"

A. Yes, sir.

Q. Well, if that is true, by a
twist of the wrist you can either
make or lose money. If it is caused

by twisting the wrist it would change
figures, would it not?

A. Well, we have cut the twist
of the wrist—

Q. Yes, sir,

A. —and let everybody take this
oil on hand that is worth twenty-
five per cent or fifteen per cent of
what it cost them. I would like to
help twist the wrist.

Q. Well, now, just one other line
of inquiry for a minute, sir—a dif-
ferent line. In response to question
{question interrupted.)

A. Although that is not my pri-
mary purpose in this activity,

Q. Yes, sir.

A. I am sure you know that.

Q. In response to a question by
Senator Woodward I believe he
stated he might talk to you about
some rumors and rumors of rumors
and mentioned Mr. Sinclair with
some idea in mind about having
nothing on which to base it except
rumor he was talking about in the
Van field. Does your company have
holdings?

A. We do, yes, sir,

Q. Do some of the other major
companies have holdings?

A, Yes,

Q. In order to get at it, isn’t it
a fact—I think it is agreed—that
the Humble and the Sun and the

Texas and the Pure—what other
companies are there?

A. Shell.

Q. And the Shell. Now, in re-
sponse to questions by Senator

Woodward I understood youn to say
that when you were before the Com-
mission in Washington or before
some agency they asked you what
assurance could be given that they
would not raise prices and certain
other things, and you said the major
companies and Standard companies
and other companies were in keen
competition, or something to that
effect. Did you say that?

A. You misunderstood me rather
badly. 1 said this: Secretary Adams
asked me this: “What assurance
have we, Mr. Holmes, that this activ-
ity might not result in excessive
prices or that any of the benefits of
these economics and so forth that
yvou hope to work out would accrue
to the consumer?"”

Q. Yes, sir.

A. I said, “You have this as-
surance: that there are enough of
us vitally interested in this matter
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and some stability of this situation
to see that there are no excessive
conditions, and if there were none
other, this company alcne could do
!t.lJ

Q. Yes, sir. Now, it has been
stated here by other witnesses that
the Van oll field is more nearly
under perfect proration or under con-
trol, compared with other flelds—
maybe not ideal?

A. Yes, sir.

Q. Now, is that field now being
aperated by one or more compan-
{en?

A. It is being operated by the
Pure 0il Company.

Q. It is being operated by the
Pure Oil Company. Has there been
any sort of agreement with these
other people who are interested in it
that that would be done?

A. Yes, sir.

Q. Was it a written agreement"

A. I believe it was.

Q. Can you tell us who signed
the agreement for the Texas Com-
pany?

A. No, I could not, and I am not
sure that it was & written agree-
ment, but I think it was,

Q. Do you khow whether or not
You have seen it or read it?

A. No, I bave not read it, hut the
terms of the agreement and under-
standing were discussed with me by
our producing people at the time.

Q. Now, rumors around that that
agreement might be in violation of
the antitrust law—do you know
whether or not that has been dis-
cussed?

A. No, it was not with me, but
I am assuming that our counsel®will
make agreements that are not In
violation of the antitrust laws,

Q. So far as you are concerned
as president of the Texas Company,
would you have any objection to
that agreement being printed in our
record?

A. Not so far as I am concerned.

Q. Where could we get that?

A. I think our legal department,
if we have a written contract would
make it available.

Q. W1l you have it sent to us,
or would you object to it?

Senator Woodward: Senator Purl,
that is probably on file with the Rail-
road Commission.

Q. Well, if not on file there,
would you have any objection to

mailing me personally a copy of that

agreement?
A. No, sir.
Q. I apologize if my questions

have seemed out of the way.

A. I think probably I should
apologize.
Q. Well, s0o far as I am con-

cerned, it didn’t happen.

Senator Woodward: If you gen-
tlemen had arms long enough you
could shake hands. (Laughter.)

Senator Woodruft: Mr. Chairman.

The Chairman: Senator Woodruft.

Questions by Senator Woodruff.

Q. Mr. Holmes, I have a few
thoughts that I would like to get
cleared up, it I inight. Do you know
when the—flrst, what 1s the name ot
that committee composed of three
members of the industry, three mem-
bers of the American Bar Association
and three members of the Federal
Government—do you know of such a
committee?

A. There was such a committee;
I don't remember the name of it, but
as you say, I think there were three
members of the petroleum industry,
three of the American Bar Asso-
clation, and some one or more, I am
not sure whether it was Government
attorneys or not, but there was a
committee. It seems to me that com-
mittee was to study the anti-trust
laws, wasn't it?

Q. I was just about to ask you
if you knew what the purpose of
the creation of that committee was—
what they were created for.

A. I am not sure whether that
was it or whether it was a study of
the anti-trust laws in connection with
these conservation efforts; I don't re-
member distinctly.

Q. Do you recall whether or not
that committee of nine in 1928 made
a recommendation to the A. C. L
and to the industry and the Govern-
ment that a Federal ofl conservation
act be passed?

A. 1 remember that committee
and the work they did, but I am
not sure that I remember that rec-
ommendation was made. I think,
however, those reports could be made
avallable to you on short notice and
your questions then could be an-
swered very deflnitely.

Q. My information is that the
committee made such a report. Did
that report, it it was made by the
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committee, have your endorsement as
President of the Texas Company?

A. No, I do not remember that I
endorsed it. I am sure I did not
give any written or verbal endorse-
ment.

Q. Who is Mr. C. M. Ames?

A. Judge C. B. Ames is now Vice
President, in charge of our legal de-
partment.

Q. Was Judge Ames connected
with the Texas Company in 1928?

A. He was out of our service two
years. I am not sure when he came
back. I think he was back in ’28,
in the spring of '28.

Q. Do you have any recollection
at this time of an article that he
wrote which was printed in the Tex-
aco Star at some time during 1928
relative to the question of o0il con-
servation as a problem?

A. Yes, I remember such an ar-
ticle.

Q. Do you recall that in that ar-
ticle Mr. Ames said there were two
ways to approach this problem of
over-production? By way of refresh-
ing your memory I will ask you if
it isn't a fact that Judge Ames in
that article said that legislation was
one way, and agreements among the
companies, the producers was an-
other way?

A. Yes, sir, I think he did.

Q. At that time did you endorse
government regulation or company
agreements as a means of reducing
over-production?

A. My own attitude has been that
we need additional legislation, but I
have been willing to try cooperation
to whatever extent it could be done
within the law. That was bhecause
of the fact that some in the industry
have been averse to any attempt to
get legislation, I think very largely
on the fear of what the legislation
might ultimately be. That, 1 think,
is natural in the minds of anyone
seeking legislation, there is always a
doubt as to the character of what
may be enacted, but Judge Ames and
I have been in accord all of the time
in that we would like to see the con-
trol strengthened through better
laws, and failing in that we have
been willing and anxious to co-op-
erate to whatever extent we could to
have a better condition.

Q. I am reading to you from that
article: “Believing as I do that co-
operation is the answer, and not leg-
islation, I am opposed to the recom-

mendation of the committee of nine
that recommends that there be legis-
lative regulation of production as a
remedy for over-production.” Judge
Ames gaid that he is opposed to leg-
islative action, but favors coopera-
tion,

A. T don't remember that com-
mittee of nine, whether that was
Federal legislation,—1 don’t think
Judge Ames has been advocating
Federal control. 7T feel that the con-
trol should be within the states with
the cooperation of the Federal Gov-
ernment,

Q. Has your company as a policy
attempted to cooperate as a remedy
for the situation since 1928°?

A. Yes, we have,

Q. You have tried to cooperate
with other producers. What is the
nature of your efforts along that
line, if you please?

A. Well, it has been in an effort
to get proration in these fields, get
the production down to the market
requirements as nearly as possible,
and the effect of that you have seen
through the activities of your own
Railroad Commission and the Com-
missions of these other states.

Q. 'By proration, do you mean
voluntary proration, or involuntary
proration?

A. Well, it has been both. We
have been dependent for results very
largely on voluntary efforts, but we
have needed involuntary proration or
enforced proration in some instances
to make it really effective.

Q. The question of over-produc-
tion, the problem of over-production
is one covering several states, isn't
it?

A. Yes, it involved quite a num-
ber of states.

Q. What would be the result it
all of the oil producing states pro-
rated and cooperated, except Texas?

A. You have before you the re-
sult now, I think.

Q. All right. You testified this
morning, Mr. Holmes, that your com-
pany declined to purchase oil in the
East Texas area that was produced
in violation of proration orders. Is
that true, Mr. Holmes?

A. That is true.

Q. I will ask you whether or not
your company had in mind in doing
that forcing the recalcitrants into
line?

A. We had in mind this, that we
are observing the orders, obeying the
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Raflroad Commission’s orders, and
we are not willing to contribute to
the violation of that order by others,
and that is all it means.

Let me ask you this question,
if all the other oil producing states
in the Nation enacted state laws that
are satisfactory to the industry from
a conservation standpoint, except
Texas, and this Legislature fails and
refuses to enact such legislation, or
any legislation other than is now on
the statute books of the State of
Texas, do you think that your com-
pany and other companies might
pursue the same policy with refer-
ence to Texas that you have with
reference to East Texas because of
their failure to cooperate in the gen-
eral program.

A. I believe this would be the ul-
timate outcome. I think if others fail
c.rod refuse to comply with the or-
ders of their properly constituted
commissions, that we will all be re-
lieved of that obligation. I do not
think we should be forced to con-
tinue to be in that embarrassing sit-
uation. I think the ultimate result
would be necessarily that the Rail-
road Commission here would say that
if we can’t enforce this order against
all, in all fairness to the rest we must
withdraw it. When that is done, if
that is done, then these other states
will, I believe do the same thing. They
will see that it is impossible for them
to-carry on under enforced conserva-
tion activity and restrictions with
Texas without restrictions, so I feel,
and I think it is almost certain that
that will be the ultimate result. I
do not think we would be forced our-
selves into any activity generally
such as the one in East Texas.

Q. Mr. Holmes, about how long
have you anticipated trouble here due
to overproduction in the industry?

A. We have had periods when I

- have anticipated it since 1923 when
we had the very high excessive pro-
duction in California. It became a
certainty in my judgment in 1928.

Q. For how long a time have you
been an advocate of legislative inter-
vention in order to establish the in-
dustry irn that connection?

A. Since sometime in 1928,

Q. Why haven't you, Mr. Holmes,
in view of the several states produc-
ing oil and the diversity of opinion
and conditions from state to state
that is producing oil, why haven’t
you advocated Federal Ilegislation

along this line so as to make the
legislation uniformly applicable .0
all areas alike? )

A. 1 am a little tco much of a
State's Rights man to resort to Fed-
eral control if it can be avoided. I
am’” perfectly willing and glad to see
Federal cooperation, but I am not
willing to advocate Federal control
where the states can control prop-
erly their own affairs.

Q. It the Federal Government
can control more efficiently and ac-
complish your purpose with greater
efficiency than the several states can
do it separately and independently
each of the other do you still faver
state legislation? ’

A. Yes, I favor the state because
even though it might not be quite as
cffective, I believe it can be as ef-
fective if there is a disposition, as I
think it can be, to cooperate to what-
ever extent is desirable with other
states and the Federal Government.

Q. I will ask you if this article
by Judge Ames has anything to do
with your opinion on that question?
Let me read to you a few lines:
“Two fundamental principles should
always be borne in mind, the first one
is the essential American idea of fee
simple title. The owner of the land
does not require a concession from
the government in order to drill for
oil and gas. The land belongs to
him and he hag the right to drill
or not as he pleases, and having
drilled has the right to reduce the
oil to possession. This is a vested
constitutional right.”

A. He is not stating his opinion;
he is stating the law, and I am not
versed in the law but I am perfectly
willing to accept his judgment that
that is the law. I have reached a
stage where I think it is not a good
law as it is applied, in its applica-
tion to petroleumn production because
it enables me possibly to take oil
from a lease under these conditions
today when you can’t afford to do
it. In other words, you are obliged,
if you are a neighbor of mine, a
neighboring producer and if I want
to take my oil out at ten cents you
can do nothing other than take yours
out at ten cents unless you want me
to take a certain part of it. So that
while I think Judge Ames’ article.
merely states the law-—

Q. If it is the law he predicates
it upon the constitution, and cer-
tainly you would not advocate any-
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thing being done directly or indirect-
ly to infringe upon any individual's
constitutional rights, would you?

A. That same law has been ap-
plied to water. Some few years ago
a case was tried in New Jersey,—I
don't remember exactly the case but
I have heard of it,—I think a public
service corporation went over to some
place in New Jersey and drilled wells
for water and was draining the wells
of the farmers and residents in that
section. They were restrained from
taking an excessive amount of water
from that land, or an amount that
would seriously affect the adjoin-
ing property. I see no reason why
we might-not come to a time,—TI am
not saying I advocate it,—but I see
no reason why in all fairness to the
owners of the subsoil we might not
come to a time when we could prop-
erly put a different construction on
what a man’s rights may be to the
migrating products of the subsoil.

Q. Now, Judge Ames callg our at-
tention to one of the principles that
he says is fundamental. That is,
that production is not interstate com-
merce from which it follows that
Congress has no power to regulate
it?

A. 1 assume by that the produc-
tion is within the State, and the pro-
duction of o0il not being interstate
commerce, the Federal Government
has no authority to regulate it.

Q. T ask you if it is not a fact
that your Company and the other
big producers, in their effort to ar-
rive at a solution of this over-pro-
duction problem, have abandoned
Federal legislation as impossible, as
indicated here, and are relying now
solely upon the several State Legis-
latures to meet the needs, or the
purported needs, for such legisla-
tion?

A. Well, I dislike to answer these
guestions and be misunderstood. 1
do not know that it has been aband-
oned. I don't know that a serious
effort has ever been made in the in-
dustry for Federal legislation. Stud-
ies have been made, but I doubt
if concerted action has ever been
made to secure Federal legislation.
I think, in general, the majority have
reached the conclusion that such
regulation as could be had in the
state was the better course to fol-
low.

Q. Now, Mr. Holmes, you are
more familiar with the refining and

distributing processes than you are
in the producing end of the business,
are you not?

A. Well, I was longer in that
branch of. the business. 1 was di-
rectly connected with that wuntil
about 1916 or 1917,

Q. Is it a fact that since 1925,
shall we say, great economies in re-
fining processes, by reason of pat-
ented devices, have been developedl
in the refining industry, effectuating
very considerable economies in the
processing of crude oil, and getting
it into the finished product?

A. The equipment has been—the
result of the equipment has been
to increase the yields of gasoline.
It has not decreased the cost per bar-
rel of refining. It has, on the other
hand, increased it to a considerable
extent, the total cost per barrel of
refining; but it has very materially
increased the yield of gasoline.

Q. Has it by that token enhanced
the value of a barrel of crude oil
after it is refined? ]

A. Well, it would when you have
reasonable prices from the producers
of the crude. Today, in spite of all
those improvements, the value of the
products of petroleum are way below
what they were in 1925.

Q. But relatively speaking, is a
barrel of crude oil refined today
under modern processes, more mark-
etable, and of greater market value
than the same barrel of oil would
be refined and processed under the
old processes of eight or ten years
ago?

A. Yes; it meets better the pres-
ent day market refinements. The
finer cracking, better distillation,
and so forth, give a product better
suited for motor consumption, and
the lubricating oils are bhetter.

Q. Do you know anything about
the distributing policies of the Texas
Company?

A. Yes, gir.

Q. Do you know whether or not
it is the policy of the Texas Com-
pany where it has a Company oper-
ated filling station in town ““A”, and
across the street has a lease oper-
ated filling station in the same town,
sells its gasoline to the lease owned
operator at a fixed price according
to a contract, and in the same con-
tract requires that lease operator to
sell the gasoline at a price named
by your Company?

A. Yes; if that is a lease sta-
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tion, we do; he is our operator; we
lease the station, and he is required
in that instance to sell, as I remem-
ber it, at our price.

Q. Now, we will take another
operator down the street who owns
his own station and his own equip-
ment and purchases your product
and pays you the agreed price in
cash: is it the policy of your com-
pany then, under those circum-
stances, to require him to sell at a
price named by you?

A. No; I understand there that
there is no contract to that effect;
he buys that gasoline, and it is his
gasoline. _

Q. Is it the policy of your com-
pany so to sell and distribute gaso-
line through its own stations as to
make it impossible for him to make
a living profit on his operations 1if
he sells at less than the price you
sell for, or a cent or so above what
you get for yours? .

A. No; that is not a matter of
policy, nor a matter of practice. If
we sell gasoline to 2 man, we hope
that he can make something out of
it, and we don’t do anything to in-
jure him in the way of competition.

Q. Are you sellers of crude or of
refined products principally and
primarily? :

A. Primarily, refined products.

Q. What per cent of your pur-
chases of crude do you sell unre-
fined?

A. That varies, but it might be as
much as seven or eight per cent,
sometimes might be.

Q. Seven or eight?

A. Might be as high as that.

Q. In other words, it is compar-
atively negligible? .

It is a rather small part. ’

Q. What objection have you then,
if the Texas Company can buy crude
oil at ten cents a barrel in East
Texas, for the purpose of running its
refinery and supplying its retail
market with refined products, what
immediate concern from the stock-
holders’ standpoint is it of the Texas
Company that it can buy oil at ten
cents a barrel?

A. Possibly unfortunately for
the Texas Company, I feel some ob-
ligation to carry on this effort we
are making, I feel that those pro-
ducers, large and small, who have
restricted their production, are en-
titled to consideration, and I am
not willing, even for the benefit of

the Texas Company, to do anything
in East Texas that will further em-
barrass them, financially or other-
wise. That is my reason.

Q. Well, are you willing for a
producer over there, who hag his
own oil, his own lease, and who has
spent his own money to get oil out
of the ground, and comes to you and
begs you to take his oil at fifteen or
twenty cents a barrel, have you any
concern as to whether he is making
money, or not making money out of
the transaction?

A. None at all; not if he is pro-
ducing out of proration, If he is
produeing out of proration, I have no
coneere about his financial standing.

Q. If he is producing under pro-
ration, do you have a concern about
his financia] standing?

A. VYes, gir. I am sorry he is
forced to sell his oil at any set price,
and I am also sorry that any of the
companies competing are obliged to
compete in the market with oils sold
at those prices from this State or
other states.

Q. Wouldn't it be sounder busi-
ness judgment and practice on the
part of the Texas Company—I am
just taking the Texas Company as
typical, and what I say applies to
the Gulf and every other company
similarly situated—with reference to
the number of filling stations placed
about your trade territory for the
purpose of distributing your refined
products; for instance here in Aus-
tin, you have any idea how many
Texaco filling stations are located in
Austin? .

A. No; but I will venture there
are more— & .great many more than
are necessary to serve the public; I
think there is a great waste in the
duplication of filling stations. I
think that everyone could be well
served with a much lesser number,
but you would find, if we attempted,
as we should in the interest of the
company, to reduce that down to the
minimum and control all of our own
stations, you would find a tremend-
ous amount of opposition. There is
a waste in the distribution of all
merchandise. If it is not corrected
sooner or later that will make it im-
possible for us to compete with other
nations. Take in Russia; in the
city of Moscow they would have
about twenty filling stations, with
as many automobiles as we have;
we have two to five thousand; and
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when the time comes when we shall
have to compete with Russian goods,
the cost of distribution of our mer-
chandise will put us at a very serious
disadvantage. That is why 1 re-
marked in the House yesterday when
1 was asked what are some of the
causes of our difficulty, I said one
is the effect of anti-trust laws. 1
have always been in favor of the
anti-trust laws as laws to prevent
any unfair combination and control
of business, but the literal effect,
and the literal interpretation of the
anti-trust laws makes it impossible
to correct a lot of these wasteful,
unnecessary practices, and we de-
plore them fully as much as you
possibly can.

Q. What have you done about
it?

A, Well, 1 have simply talked
about it, like all of us do. I have
tried to get up a little enthusiasm
and some study, and I think some
is heing carried on to see if some
modification or a more liberal in-
terpretation could not be had.

Q. You have said it cost a dollar
a barre! to produce oil? .

A. Now then when I give these
figures I would like to explain this;
in the study by the Federal Senate,
as I remember, in studying this tar-
iff, the oil tariff question they seut
out a questionaire; they sent them
to us and I suppose the other com-
panies also, asking for our produc-
tion cost of oil. Those were furn-
ished and it is through these studies
and complications that I got these
costs, and so 1 assume the cost of
ourselves is not far from the oth-
ers, and ours was just above a dollar
a barrel.

Q. Granting then that the cost
of production of a dollar a barrel,
granting that the Legislature co-op-
erates, and by the combined efforts
of us all, the market price of crude
oil is put back at a dollar or better
per barrel, what would gasoline
have to retail for in order to make
up the difference between ten or
twenty cents and a dollar or a dol-
lar and twenty cents a barrel?

A. Of course, we are losing
money now, but if we run a billion
barrels of o0il through our refinery
in a year and we pay seven hundred
and fifty million dollars more for
crude and produce from that crude
four hundred and fifty million bar-
rels of gasoline, if we could get two

cents more for that gasoline, if we
could get three cents more for that
gasoline we would not more than
make up for the cost of the crude.
A little additional would make up
the loss we are making today, so
our five cents might possibly be able
to put the industry at least in a pass-
able condition.

Q. About one more thought and
I am through. Did you favor a tar-
iff on the importation of foreign
crude?

A. T have not because I felt that
a tariff was not the solution of this
problem. I have been reluctant to
see this country resort to some ex-
pedient which was not a cure and
that particular expedient could only
result, in my judgment, in the erec-
tion of additional refining facilities
in other countries and the supplying
of the foreign, which would reduce
our export and in the end have no
beneficial effect on our own condi-
tion here. Now if we get our affairs
in order here the import of foreign
production by interests who have in-
terest here are not so conducted as
to make a practical contribution to
the effort, then I would favor what-
ever expedient would aid in the solu-
tion.

Q. Well what position would the
producers in Texas be placed in if
we restrict their potential produc-
tion, we will say to fifty per cent in
order to stimulate the market price
of crude, and say the Texas Company
and the Gulf Company increase their
rate of importation on foreign crude
into a market that we have arti-
ficially stimulated in Texas?

A. Well of course you would look
on that as a possibility, I don't look
on it as a probability at all because
those who are interested in these
South American fields are also in-
terested in the industry in this coun-
try and I would assume that they
would attempt to do their part there,
If they did not then as I say, if you
have been able to handle your pro-
duction here and the tariff was an
aid, then I would be for the tariff.

Q. Do you know how much it
costs to produce a barrel of crude
o0il in Venezuela?

A. No, I do not, I know it is con-
siderably under the cost here.

Q. Do you know whether or not
that it is a fact that it is possible
and that it is being done that crude
oil produced in Venezuela, handled
and unloaded in Port Arthur, Texas,
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at around twenty-two cents a bar-
rel?

A. No, but I know it is not pos-
sible.

Q. It is not possible?

A. No, it is not possible.

. Well what fizure do you think
would be possible?

A. Well I know you can’t take the
oil, counting your investment, the
drilling cost, you cannot barge that
oil out of that lake and take it into
terminal tankage, and then reload it
and transport it to New York for
twenty-two cents, the cost must neces-
sarily be in excess of that.

Q. Mr. Holmes, you were foreced
very reluctantly into advocating Leg-
islative interference into the o¢il in-
dustry, were you not?

A. I was hopeful that cooperative
effort with the laws that we had, we
have some kind of conservation laws,
and I was hopeful in the beginning
that those were sufficient, with' co-
operation within the industry to effect
a better condition and bring out a
reasonable conservation and more
stable condition, but we were fooled
in that.

Q. And youy purpose in that was
to make money for your company?

A. It was to make money, and as
I think I stated in this House, to bet-
ter protect our tremendous invest-
ment in the future. We are building
necessarily and keeping up with the
increasing consumption, we are spend-
ing millions every year, adding to this
some six hundred odd million doilar
jnvestment, and I am concerned with
what that will be worth fifteen or
twenty years from now.

Q. That means to make money?

A. Yes, and I as a citizen am also
concerned in the dissipation of thele
resources uhnecessarily.

Q. This morning you testified that
what it was an important element to
be considered that oil reserves were
necessary to the National defense?

A, Yes, sir. One of the very dis-
tinct advantages in definite and firm
control is the ability to go and find
the o0il and define the places and know
what we have. We can know better
what we have for the future if we are
not under the obligation of taking it
out of the ground the minute we lo-
cate it. I think that is one of the
very distinet advantages that will
-ecome from proper and definite control,
that is we can find and define what
we have. . Not be uncertain about it.

Q. Then as a necessary policy do
you think if you pursued your thought
there to its ultimate analogy, do you
think that in the end it would be
better to lock up the American re-
serves where they are in place today
and take this foreign oil that can be
dumped in here on us, that can be pro-
duced cheaper than we can produce
it at home, and save our oil until
such time as we can produce it?

A. T think that if you can ignore
the immediate welfare of those who
have their money invested, and it
was purely a question of the nation‘s
interests that would be a decidedly
good policy.

Senator Woodruff: That is all.

Questions by Senator Berkeley.

Q. Mr. Holmes, in the production,
refining and marketing of oil and its
by-products in Texas, what per cent
is handled by these so-called major
companies, about what percentage do
the so0-called independent groups re-
fine?

A. Would you call a company
like Skelley, Phillips, and Mid-con-
tinent—

Q. I think it is generally under-
stood that probably there are some
six or seven companies that are re-
garded as the major companies?

A. Yes, sir. I should think those
companies, that they manufacture
possibly as much as sixty per cent.
Some of those other companies do not
sell directly through their own facili-
ties. They refine a good deal of oil,
that, as I said this morning, is sold
through distributors or facilities they
do not own. It might be a little
above that, but there are some three
hundred refining companies, maybe
a little less, but I should say that the
five or six major companies handle
sixty per cent or a little more of the
manufacturing.

Q. How has that ratio changed

within the last five years?
* A. I don’t believe it has changed
very much. It has changed a good
deal in the last twenty-five years, We
today, this company alone, today pro-
duces and refines and markets more
than the entire industry did when we
started. There has mnot been much
change I think in the last five years
in the percentage.

Q. How are these independent com-
panies in general,—undoubtedly
there is a large number that have
retired from the picture in the last
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five vears., Under what circumstances
did they retire, were they taken over
by the larger companies, or how did
they pass out?

A. Well there 28 not been so
many so far as I know that have
passed out in five or six years. there
have been very fem consolilations.
We acquired the California Petroleum
Company in 1927, I believe, acquired
control of it. We recently purchased
the control of a smaller unit, a re-
fining unit, the Indian Refining Com-
pany in Illinois. And there is the
consolidation of the Marland Com-
pany and the Continental, The Tide-
water Oil Company and the Associat-
ed 0il Company of California. There
have not been many consolidations
#nd there has not been so many elim-
inations. I understand just recently
within the last few months there
have been a number of smaller re-
fineries shut down but I do not un-
derstand that they are out of business,
they have simply suspended opera-
tions so far as [ know,

Q. Earlier in the day I believe
you testified that in 1930 that your
company earned two and a half per
cent on their invested capital, is that
correct?

A. Approximately that, yes.

Q. You also stated that at one
time you were a small independent
company, 1 don’t remember what
year you began operatioms, but your
company has had a very meteoric ca-
reer, it has grown very rapidly. Now
two and a half per cent on your in-
vested capital for the year 1930, I
don’'t know how that compares with
any of the years previous to that
time, but that is a very small return.
Your company has grown very, very
rapidly. Now how has it grown up
and gotten new capital, or is it a gen-
eral extention of your business or has
it been by the acquiring of a great
number of these so-called small in-
dependents?

A. With the exception of these
two acquisitions I have told you of,
it has been entirely by growth, by
development of our own facilities
here and abroad. There have been
no consolidations, except those two
acquisitions.

Q. Well, Mr. Holmes, was that
earned capital, additional capital in-
vestment, or was it new capital in-
vestment—your company is capital-
ized now for six hundred million dol-
larg?

A. No, for two hundred and fitty
million, but the capital invested in
the properties is about six hundred
million dollars. The capitalization
of the company is just a little under
ten million ‘shares at twenty-five dol-
lars par. Of course, a good deal of
that, some of it has been in stock
dividends, but the stockholders have
paid into this company since the be-
ginning about two hundred and fifty
million dollars in money,

Q. Now, Mr. Holmes, how much
have they put in there in earned
dividends——declarations of divi-
dends?

A. Then the balance has come
from earnings or a part of that, you
know, of six hundred million dol-
lars is reserve; surplus and reserve
show a depreciation, ete. That
accounts for part of the acecumula-
tion, but actual money put in by
the stockholders has been about two
hundred and fifty millions. During
that time up to the end of the year
the dividends have amounted to, I
think, something like two hundred
and forty million dollars,

Q. Mr. Holmes, do you subscribe
to the general trend jn this country
at this time in the matter of whole-
sale mergers, consolidations, and big
business? You know there is a tend-
dency, Mr. Holmes—(question in-
terrupted).

A. I understand that is the ten-
dency. I doubt that it is the solu-
tion of our difficulty. I think that
there are some places and different
industries where certain consolida-
tions may result in economics and
advantages, but that is not going
to be the solution, I am sure, of any
of the difficulties we are in now.
My own opinion now is that we need
the opportunity and freedom to cor-
rect some of the evils and difficul-
ties that are absolutely prohibited
now that could within all reasonable
propriety be corrected. Just as I
say, the literal interpretation of the
anti trust law which makes it im-
possible to avoid unfair practices,
things that are unfair and unethical,
you can not by agreement avoid
doing. Now, we have been criticised
on this code of marketing practices
which has been attempted by a num-
ber of industries and what is an
agreement to attempt to be reason-
able, fair, and not to do unfair
things, but that is subject to crit-
icism ag either being or having the
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possibility of a violation of the anti-
trust law, and those things may lead
to consolidations in order to avoid
those effects. But I am not one who
bhelieves that Ilarge consolidations
have any great advantages in the
end or are a cure for our ills.

Q. Mr. Holmes, do you believe
that the oil industry would be im-
proved and the pedple of Texas and
the country in general better served
if the existing group of major com-
panies still continued to grow larger
or that they remained the same and
there came: into being a number of
smaller companies—do you think
that would be helpful or do yom
think big ones ought to continue to
grow bigger?

A. I would rather have the small
ones grow bigger. I think our en-
trance into the pertoleum industry,
tlie entrance of the Guilf Refining
Company, and other large indepen-
dent companies has had an effect on
the situation—that is competition is
desirable that there be enough large
units; if you have large units, it is
desirable that you have them so that
there ig actual competition between
the large ones.
undesirable in any industry to cut
it down to one or two or three large
units with no small ones.

Questions by Senator Hopkins.

Q. You haye been ezxceedingly

‘kind and patient through a long

day and I ask you to indulge me for
a moment or two to throw some light
on what is a troublesome question
in my mind. We are confronted here
with a concrete question of whether
we should attempt to use existirfe
agencies. to give relief to the de-
pressed condition of the oil industry,
or create a new agency. Now, would
you be willing to express an opinion
as to whether or not the situation in
which the oil indusiry finds itself
in Texas can be best served through
the creation of a new commission to
handle that, or whether in your
opinion the stengthening of the
present common purchaser pipe line
law governing ratable taking, plus
the invoking of autherity under in-
junetion law, plus invoking author-
ity which would be placed in the

‘hands of an agency under stength-

ening our penalty feature for viola-
fion of the Railroad Commission’s
orders would be more heneficial or

I think it would be.

equally beneficial, or would it neces-
sitate a2 new commission?

A. Well, I have no judgment
about that. I feel this about your
Railroad Commission: In my contact
with them, such as I have had, I feel
that your Railroad -Commission has
done all in the interest of the in-
dustry that it had the authority to
do, but I have no fixed opinion at
all about whether you should have a
separate commission of the Railroad
Commission. I think that is entirely
for you people in authority to deter-
mine. I say I have absolutely no
opinion about it at all.

Q. From the standpoint of the in-
dustry and relieving it of its de-
pressed condition, from your stand-
peoint will either method achieve
anywhere near the gsame result?

A, I am assuming whatever your
commission is, whoever it may be,
they would have the same authority,
and it is just a question of who or
what commission would be set up
vested with that power, so I think
it wounld make no difference. It is
just a question of their ability to
carry on.

Q. This one other point, which is
rather foreign to the question just
agsked, There is a great deal of di-
versity of opinion as to whether or
not proration should be invoked, as
exhibited by the practices of the
various operators. Have you as
president of the Texas Company
made an effort to obtain the coop-
eration of the other so called majors,
like the Gulf and the Magnolia in
Texas in enforcing proration orders?

A, Yes, sir.

Q. It is commonly reported, Mr.
Holmes, among the laymen on the
street that the Texas and the Humble
Company are protagonists, so to
speak, being in favor of it openly,
and for some reason are not ob-
taining the cooperation of the Gulf
and the Magnolia in that venture.
Is that correct?

A. Well, I think it is, since we
know the Gulf people have all the
time been adverse to Ilegislation.
They have been frank about it and
the Magnolia, I have been told, are
more or less netural. They have
cooperated in this effort. I have
seen no lack of cooperation, but in
this effort here to get some strength-
ening legislation I have seen no
evidence of any activity on their
part, on either side. In fact, I haven’t
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seen much evidence of what anyone
is doing, except what I am told,

Q. As the result then of your re-
lations and dealings with the Gulf
and the Magnolia, vou find them ad-
verse to proration through legisla-
tive epactment?

A. 1 haven't found them adverse
to proration but I think I can
frankly say that the Gulf people have
been adverse to legislation,

Q. The reason I ask you is, it
occurs to me there are certainly two
sides to this question and I would
like to lay a predicate for future
developments for this reason, if they
are opposed to legislative control, as
to where the difference arises in con-
trast to the viewpoint of the Texas
Company and the Humble Company?

A. I think it would be wise to get
their views direct from their rep-
resentatives.

Q. May I ask the question whether
or not in your knowledge there are
any other so called majors which are
opposed to legislative enactment to
control this situation?

A. No. I have no definite knowl-
edge of others who are definitely op-
posed.

Q. In your activities in obtaining
or attempting to obtain the coopera-
tion of other majors, what has been
the attitude of the Shell Petroleum
Corporation as to obtaining consery-
ation laws in the various States 1n
which they operate?

A. They have expressed them-
selves in favor of it.

Senator Hopkins:
Thank you, Sir.

Questions by Senator DeBerry.

Q. 1 would like to ask permission
to ask four or five more questions.
I am going to make a little speech

That is all

before 1 ask them because it will
clearly outline to you why. I rep-
resent a district, my local district

where there is no production. W_e
are almost totally engaged in agri-
cultural pursuits, chiefly cotton.
Therefore this thing appeals to me
from this standpoint. I want to ask
you this question: I understood you
to say this morning that you were
by principle rather wedded to the
theory of free trade?

A, Yes, sir, 1 did.

Q. If I as a representative of my
people, agriculture being paramount
in my district, if I vote for a Bill
to eliminate waste and it does not
boost the price to where you think

it ought to go, and then you and
others intetrested ask me to vote for
a Bill that will give a market value
equation in it, and that doesn't get
it up there,; and then you would ask
for a tariff to get it up there—now,
is that free trade?

A. 1 am not going to ask for a
tariff.

Q. Sir?

A. Personally I am not going to
ask for a tariff, but if when you have
done all you can do here, if others
disregard what you have done and
a tariff is a necessity in order to
make your efforts successful, then I
would go with you on a tariff.

Q. Would you as a man who was
fundamentally, heart, soul, mind and
body wedded to the agricultural in-
terests—he has been born there,
that is about all he knows—would
you keep voting for a tariff, or sub-
sidy, or Legislative enactment that
raises the other man's stuff when
yours was going to the bow-wows,
would you keep that up if you were
me?

A. Well, I am as much interested
in oil as you are in cotton. If there
is any way in the world that I could
do anything that would help cotton
or wheat or sugar and pay a part of
that expense, I think I would be
willing to do it.

Q. Well, if we are to pass it
around and everybody lift up to-
gether, there really would not be
very much advantage gained by a
subsidy or tariff, would there?

A. If there is some other way to
bring about better conditions there
would be no need for it, that is cor-
rect.

Q. If there was a way to raise
the oil industry from its position
now by artificial methods, and there
was another artificial method to
raise cotton, and another one to raise
wheat, all of which took legislative
bureaus, taxes and money to sup-
port them, do you reckon we would
be much better off if we had to
raise everyome of them by that
method?

A. I don’'t see why it should cost
very much to restrict production. If
you set out to buy zll of your cotton
and put in warehouses in order to
relieve your farmers, or buy all of
this oil so that the field in East
Texas could go on producing until
dooms day, that would cost an aw-
ful lot of money, but when you mere-
1y restrict the production to reas-
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onable limits you haven’t cost any
one very much money in expense Or
otherwise,

Q. I think I underst you to
say this morning that th&® Govern-
ment buying up the coiton and
wheat was a mistake, and I have
said so all the time, and still say so
because every time I look up I see
three million bales of cotton hang-
ing over my eight cent crop at home.
Did I understand you to say this
morning that your company has not
cut their wage scale?

A. We have not. there have been
a few adjustments but no general
wage reduction. There has been
some reduction in hours and some
few adjustments +where salaries
were considerably out of line,

Q. No appreciable wage
cuts?

A. No, sir, but we are approach-
ing a point where we must consider
that. It is inevitable.

Q. Allright.

A, We can’t go on. We must
either quit paying dividends or we
must lower salaries and we are all
going to be confronted with that un-
less something happens to improve
it.

scale

Q. Do vou know as to the policy
of the other companies, whether they
have made any substantial wage
cuts? '

A. I think none of the larger
companies have ‘done that.

Q. If you were me and represented
a district in which Iast year you
could hire all the men you wanted
to work ten hours a day for from
a dollar and a quarter to a dollar
and a half and this year you can
hire as many men from six bits to a
dollar a day, if you were me, voting
for those people, would you support
a system to maintain the wage scale
in the oil industry and ask them to
help pay for it out of wages like
that?

A. No, I would not recommend
the support of any legislation to
fix wages.

Q. I mean would you vote for
the creation of any economic con-
dition that would let you maintain
that wage scale when you admit you
couldn’t do that for my interesis?

A, Well, yes, I think I would. I
think if you take this as a specific
instance, and it has in it the pos-
gibility of maintaining a desirable

[T

wage scale, I think it would have a

very strong influence on me in vot-
ing for it. .

Q. Would you, if the people in
your district, the only benefit they
could get out of it is what your
reasonably prospercus bunch might
pass on to them—would you, if you
recognized you could't pass legisla-
tion to benefit the industry in which
he was engaged, would you vote to
help create a condition that would
mainfain that wage scale and ask
him to work for six bits a day or a
dollar a day—would you be treating
them fair?

A. Well, you are putting a hard
question to me, but I think when
you make it a matter of fair treat-
ment, there is no injury in benefit-
ting those you c¢an, even though
you can’t benefit all. If you con-
fine your activities in the way of
benefits to those where you could
benefit everyone, you would do very
little because your field of activity
and the opportunity is never before
you to benefit all alike. There may
be some indireect benefits to your
people through the improvement in
the condition of the industry. I think
that is undoubtedly the truth.

Q. But, isn’t it a fact, as far as
the agricultural interests are con-
cerned, what oil products they use
80 up—gasoline around sixteen,
eighteen, or nineteen cents, as the
case might be, somewhere around
there, and with conditions with re-
spect to the farmer being as bad as
they now are, especially prices for
their stuff, would that be treating
them fair to ask them to pay that
additional price for stuff to main-
tain an adequate wage scale in your
industry, and let my bunch go ahead
and rough it?

A, Isn’t the reason your men are
more plentiful and willing to work
for less because many men in in-
dustry are idle and more and more
willing to take any kind of work
they can get; isn't that partly the
reason? -

Q. Yes, that is partly the reason.

A. You are going to have to de-
cide this yourself. I am not geoing
to be able to give you much help.

Q. One more guestion, Mr. Holmes,
and I am through. How much acre-
age did you say your Company
owned outside of the borders of the
United States?

A, T think about two million
acres.

Q. Have these holdings ever been
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gone over by petroleum engineering
experts or geologists to the extent
that vyou have a reasonable idea as
to their potential oil values?

A. A good deal of the acreage
is on structure. They have not been
drilled to determine the absolute
presence of oil, but we hought it or
leased it on structure.

Q. Have you any production on
any of it?

A. No.

Q. In making up your inventory
you carry that on your books, do

you not?
A. This land?
Q. Yes.
A. Yes.

Q. A while ago you testified that
your Company made something like
two and a half per cent last year. 1
would construe that you meant that
on all of your capital investment?

A. Yes, sir.

Q. This land—this two and a
half million acres ot land, de you
carry that land on there at what
you paid for it, or its estimated
value?

A. All our property is carried at
cost; no matter what it is, it i3 on
our books at cost, except our oil,
which is carried at the market price;
any other property we have is car-
ried at cost, except the oil.

Senator DeBerry: 1 thank you.

Senator Woodward: For myself
and [ am sure for every member of
the Committee, I wish to state that
we are deeply grateful to Mr.
Holmes for his great patience, and
the thorough manner in which he
has answered the questions pro-
pounded him.

The Chairman: I was just going
to express for the committee and
myself, personally, our gratitude
for the consideration and patience
with which he has listened to us,
and the pointedness with which he
has answered all questions asked
him by members of the committee.

Senator Woodward: I move that
we recess until tomorrow morning
at ten o'clock.

The Chairman: Gentlemen, we will
recess until tomorrow morning &t
ten o'clock, at which time we will
take up some now witnesses.

(Thereupon at 6:30 o'clock p. m.,
Friday, July 24, 1931, the commit-
tee recessed until 10:00 o'clock =a.
m., Saturday, July 25, 1931.)

EIGHTH DAY.
(Continued.)

" Senate Chamber,
Austin, Texas,
July 25, 1931,
The Senate met at 9:30 a. m., pur-
suant to recess and was called to
order by Lieutenant Governor Edgar
E. Witt.

H. C. R. No. 4.

The Chair laid before the Senate:

H. C. R. No. 4, Relating to a meet-
ing of certain officials in regard to
the cotton situation.

Read and adopted.

H. C. R. No. 5.

The Chair laid before the Senate:
- H, C. R. No. 5, Relating to freight
rates on farm and ranch products.
Read and adopted.

At Ease.

Senator Woodward received unan-
imous consent, at 9:40 o'clock a, m,,
for the Senate to stand at ease sub-
ject to the call of the Chair.

Adjournment.

The Senate was called to order at
1:50 o’clock p. m. by Lieutenant Gov-
ernor Edgar E. Witt.

On motion of Senator »oodward,
the Senpate, at 1:51 o'clock p. m.,
adjourned until 9 o’cloék Monday
morning.

TRANSCRIPT OF TESTIMONY

Saturday, July 25, 1931,
Morning Session—9:46 o’clock.

Judge R. L. Batts was sworn by
the Chairman.

The Chairman: Judge, I believe the
committee would like to have a
statement from you, and then they
may ask guestions.

Judege Batts: Gentlemen, I am a
member of the Board of Regents of -
the University, and, while I am in-
terested otherwise in your proceed-
ings here, it is in that capacity that
I speak to you, at the suggestion of
my fellow members. We want you
to have.before you the facts with ref-
erence to the Reagan County fleld
belonging to the University.

About two and a halt years ago
one of the operators in that feld,



